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TUESDAY, JUNE 16, 1959 


House or REPRESENTATIVES, 
ComMITrEE ON BANKING AND CURRENCY, 
SuscomMITTEE No. 1, 
Washington, D.C. 

The subcommittee met at 10 a.m., the Hon. Brent Spence (chair- 
man of the committee) presiding. 

Present: Representatives Spence, Brown, Multer, Healey, Widnall, 
and Halpern. 

The CuargMan.. We have met this morning to consider H.R. 7244, 
a bill to promote and preserve local management of savings and loan 
associations by protecting them against encroachment Ey holding 
companies. 

(The bill, H.R. 7244, is as follows:) 


(H.R. 7244, 86th Cong., Ist sess.] 


A BILL To promote and preserve local management of savings and loan associations by protecting them 
against encroachment by holding companies. 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That title IV of the National Housing Act, as 
amended (12 U.S.C., sec. 1724 et seq.), is amended by adding at the end thereof 
the following new section: 


“REGULATION OF HOLDING COMPANIES 


“Sec. 408. (a) (1) As used in this section, the term ‘company’ means any cor- 
poration, business trust, association, or similar organization, but does not include 
the Federal Savings and Loan Insurance Corporation, any partnership, or any 
company the majority of the shares of which is owned by the United States or by 
any State. 

%(9) As used in this section (except when used in subsection (f)), the term ‘stock’ 
means nonwithdrawable stock, underlying ownership stock other than mutual 
shares in a mutual institution, permanent stock, suaranty stock, or stock of a 
similar nature (as defined by the Federal Home Loan Bank Board by regulation) 
by whatever name called. 

“(3) For the purposes of this section, a company shall be considered as having 
control of an institution or other organization if such company owns, controls, 
or holds with power to vote more than 10 per centum of the stock of such institu- 
tion or other organization, or if the Federal Home Loan Bank Board determines, 
after reasonable notice and opportunity for hearing, that such company directly 
or indirectly exercises a controlling influence over the management and policies 
of such institution or other organization. 

“(b) (1) The Corporation shall reject any application made for insurance under 
this title on or after the date of the enactment of this section if it finds that the 
applicant is controlled by any company which also controls any insured institution 
or any other applicant for insurance. 

“‘(2) If an application of any institution for insurance under this title is approved 
on or after the date of the enactment of this section, and the Federal Home Loan 
Bank Board subsequently determines, after reasonable notice and opportunity 
for hearing, that at the time of such approval such institution was controlled by a 
company which also controlled another insured institution (or another applicant 
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for insurance if the application of such other applicant was approved), the Board 
shall either— 

(A) terminate the insured status of such institution; or 

“(B) require such company, in the manner provided in subsection (e) of 
this section, to dispose of so much of the stock of such institution, or take 
such other action, or both, as may be necessary to divest itself of its control 
of such institution. 

If the insured status of an institution is terminated under subparagraph (A), the 
provisions of section 407 relating to continuation of insurance of accounts, exami- 
nation by the Corporation during the period of such continuation, final insurance 
premium, and notice to insured members shall be applicable as though the termi- 
nation had been ordered under such section 407. 

“‘(c) It shall be unlawful for any company on or after the date of the enactment 
of this section— 

(1) to acquire the control of more than one insured institution; or 

**(2) to aequire the control of an insured institution when it holds the con- 
trol of any other insured institution. 

“(d) Any company may, without regard to subsection (ec), acquire stock pur- 
suant to a pledge or hypothecation to secure a loan or in connection with the 
liquidation of a loan, but it shall be unlawful for any such company to retain for 
more than one year any control the acquisition of which by such company would, 
except for this subsection, have been unlawful under subsection (c). 

“(e) If, in the opinion of the Federal Home Loan Bank Board, any company 
holds control of an institution and such control was acquired in violation of sub- 
section (¢c) or retained in violation of subsection (d), it shall give such company 
notice that if it does not divest itself of such control within thirty days an action 
will be brought to force the divestiture thereof. Notice given to such institution 
shall constitute notice to such company for purposes of the preceding sentence. 
If such company does not dispose of so much of the stock of such institution, or 
take such other action, or both, as may be necessary to divest itself of such control 
within thirty days after the receipt of such notice, the Board shall, without regard 
to any statute of limitation, institute in the United States district court for the 
district in which the principal office of such institution is located, and prosecute 
to final satisfaction, an action to require divestiture of such control. rocess in 
any such action may be served in any district in which such company transacts 
business or wherever it may be found. The United States district courts shall 
have jurisdiction of all actions brought under this subsection and, in view of the 
facet that the questions involved are of general public importance, shall hear and 
determine such actions with all reasonable promptness. Any such action shall 
be brought by the Federal Home Loan Bank Board in its own name and may, 
in the discretion of the Board, be prosecuted through its own attorneys. All 
expenses of the Board under this subsection shall be considered as nonadminis- 
trative expenses. 

“(f) It shall be unlawful, on or after the date of the enactment of this section, 
for any insured institution which is controlled by a company— 

“(1) to invest any of its funds in the stock, bonds, debentures, or other 
obligations of such company or of any other organization controlled by such 
company; 

**(2) to accept the stock, bonds, debentures, or other obligations of such 
company, or of any other organization controlled by such company, as col- 
lateral security for advances made to such company or organization or to 
any other person; except that such institution may accept, and hold for a 
period not exceeding two years, such stock, bonds, debentures, or other obli- 
gations as security for debts contracted prior to the acquisition of such 
control; 

(3) to purchase securities or other assets or obligations under repurchase 
agreement from such company or from any other organization controlled by 
such company; and 

“(4) to make any loan, discount, or extension of credit to such company 
or to any other organization controlled by such company. 

Except as otherwise provided by regulation by the Federal Home Loan Bank 
Board, a non-interest-bearing deposit with a bank, to the credit of an insured 
institution, shall not be deemed to be a loan, discount, or extension of credit to 
such bank for purposes of this subsection, As used in this subsection, the term 
‘organization’ means a corporation, business trust, association, partnership, or 
similar organization.” 
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The CHarrMan. Our first witness is Mr. William J. Hallahan, who 
for years was clerk of this committee, and who has the confidence and 
respect and friendship of all the members who served while he was in 
that capacity. 

We are glad to have his views, and I know they will be treated with 
confidence and respect. We all have pleasant memories of our asso- 
ciation with him. 

He also has with him Mr. Ira Dixon, a member of the Board. 

Mr. Hallahan, you may proceed as you please. You may read your 
statement and then submit yourself for interrogation. 


STATEMENT OF WILLIAM J. HALLAHAN, MEMBER, FEDERAL HOME 
LOAN BANK BOARD, ACCOMPANIED BY IRA DIXON, MEMBER, 
FEDERAL HOME LOAN BANK BOARD 


Mr. Hauuanan. Mr. Chairman, I certainly want to thank you for 
all those very kind remarks. It is a real pleasure to appear before the 
subcommittee and to be in these surroundings again. I know that my 
colleague, Ira Dixon, shares my pleasure in this respect. 

It is a real pleasure on behalf of the Federal Home Loan Bank Board 
to present this statement in support of H.R. 7244, introduced by the 
chairman of this committee, and entitled “A bill to promote and pre- 
serve local management of savings and loan associations by protecting 
them against encroachment by holding companies.” 

As the members of the subcommittee will recall, a similar measure, 
H.R. 4135, 85th Congress, was unanimously reported by the com- 
mittee and passed by the House 2 years ago, during the last Congress. 
Similar provisions were also contained in S. 1451, which was passed 
by the Senate during the last Congress. However, the measure did 
not become law because of the fact that although provisions were 
passed by both Houses of the Congress in separate bills the identical 
text was not contained in a single bill approved by both Houses. 

The members of the subcommittee are well acquainted with the use 
of holding companies in the financial field, not only in the savings and 
loan sector but in the sphere of commercial banking as well. The year 

rior to your consideration of savings and loan holding company legis- 
ation in H.R. 4135, the Congress had enacted the Bank Holding Com- 
pany Act of 1956, which was the culmination of many hearings and 
much consideration by the committee during several Congresses. 

When we testified 2 years ago on the previous bill, HR. 4135, of 
the last Congress, we properly described these holding companies as of 
comparatively recent origin and as being, so to speak, in their infancy. 

At the time we stated that the principal holding companies owning 
two or more associations were the Great Western Financial igh a 
Delaware corporation then controlling four associations, and the First 
Security Corp. of Utah, controlling one association located in Utah 
and one in Idaho, 

In the 2 years that have elapsed since that time the Great. West- 
ern Financial Corp. has acquired at least two more associations, and 
we have received information of the following additional holdin 
companies which control, or have definite plans to acquire control of, 
more than one savings and loan association: 

San Diego Imperial Corp., a California corporation which was 
organized in November 1956 and has acquired all or almost all of 
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the capital stock of five associations—three in California, one in Col- 
orado, and one in Texas—and more than 10 percent of the capital 
stock of a sixth association, located in California, has also acquired 
control of one investment company and one insurance agency and 
has definite plans to acquire two more savings and loan associations 
in Texas; 

Financial Federation, Inc., a Delaware corporation organized in 
March 1959, which has acquired control of one association and either 
has acquired or has definite plans to acquire seven other associations, 
all located in California; and 

Trans-Coast Investment Corp., which has acquired or proposes to 
acquire three associations in California but as to which we have very 
little additional information. 

Besides these five companies, one insurance company and a finance 
company have, according to our information, acquired control of two 
savings and loan associations in California. 

In addition to these companies which have acquired or have defin- 
ite plans to acquire control of two or more savings and loan associa- 
tions, we may also mention California Financial Corp., a Delaware 
corporation organized in December 1958 which has acquired the con- 
trol of one savings and loan association, has actually entered into 
negotiations with the principal stockholder of another, and has been 
investigating the possibility of acquiring still others, and Wesco 
Financial Corp., another Delaware corporation organized in March 
1959, which has acquired control of one association and has stated 
that it may acquire others in the future, though stating at the same 
time that it had no such plans then under consideration. 

We may likewise mention a group of six California savings and 
loan associations the cor.trol of which is now closely held in the hands 
of a single individual—whether directly or through other means, 
such as a corporation or trust, we are not informed—as to which we 
have recently received information that this individual proposed to 
obtain, with others, the incorporation of a holding company, the 
ownership of which would be more broadly held and to which would 
be transferred the control of at least four of these associations. 

Mr. Chairman, since this statement was prepared we have received 
information that with respect to these associations, there is a hold- 
ing company, the capital stock of which is held closely by this indi- 
vidual and the estate of his deceased wife, which holds all or sub- 
stantially all of the capital stock of five California associations, one 
of them through a subsidiary, and also has a subsidiary which owns 
a majority of the capital stock of a sixth California association. 

We have lately been informed that a public offering of at least half 
of the outstanding shares of this company is proposed to be made. 

We have also received information since this statement was prepared 
that an insurance holding company which controls several life insur- 
ance companies has taken over the acquisition of the majority of the 
stock of a bank and almost all of the stock of a savings and loan asso- 
ciation in the State of Ohio. 

Finally, we have recently been notified of three more savings and 
loan holding companies, or proposed holding companies, as to which 
we have the names or proposed names of the companies but practically 
no further information, and one other as to which we have only the 
name of the association involved. 
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SAVINGS AND LOAN HOLDING COMPANIES 5 

There are thus at present at least a dozen savings and loan holding 
companies, in existence or definitely projected, which control, or if 

lans are completed will control, not less than some 40 associations 
ocated in at least five States. y 

I might add that with the additional information which I commented 
on a few moments ago. it would appear that there are more than a 
dozen savings and loan holding companies, and that their operations 
exist in six States, rather than five. 

I might also point out at this time, Mr. Chairman, that to our 
knowledge a little better than 50 percent of the assets of savings and 
loan associations; that is, nonmutual companies, located in the State 
of California, are currently either owned by holding companies or 
proposed to be owned by holding companies. 

In our previous testimony on H.R. 4135 we pointed out that, basi- 
cally and historically. savings and loan associations are local insti- 
tutions designed to serve two primary ends, the encouragement of 
thrift and the promotion of home ownership. We noted that their 
investments are chiefly in residential mortgages, principally on single- 
family homes, that the bulk of their mortgage loans are generally 
made within a 50-mile radius of their home offices, and that this 
requires management not only skilled and experienced in the savings 
and loan field but especially well versed in local real estate conditions 
and trends. 

We also noted that one of the principal arguments advanced for 
bank holding companies was that they were a source of capital for 
their subsidiary banks and that management, investment, and 
technical services could be provided for the subsidiary banks which 
would result in sounder wh more efficient operations. We pointed 
out that this argument might be valid in the banking field but that it 
does not necessarily apply to the savings and loan industry. As we 
then stated, our 2g has shown that a savings and loan holding 
company supplies little if any capital to the association, but on the 
other hand is attracted to the acquisition of associations because of 
their already existing capital structure. 

We also pointed out that we were not then advancing the argument 
than any savings and loan holding company had a monopoly in the 
area in which it operated. Such a contention could likewise not 
have been advanced with respect to bank holding companies in their 
early days of existence. However, as they grew in assets and holdings 
the Congress recognized the potential dangers of concentrated control 
and the need for regulation. The same development could take 
place in those areas in which nonmutual savings and loan companies 
are permitted to operate, or in which they may in the future be 
permitted to operate. 

For these reasons, the Board favored the enactment of legislation 
to limit the entrance of holding companies into the savings and loan 
field. In the light of the developments of the past 2 years we now 
take that position even more strongly, if that is possible. — 

The present bill, H.R. 7244, is identical with H.R. 4135, as passed 
by the House in 1957. The Board urges its enactment, with some 
perfecting and strengthening amendments which will be described 
and which in the main are identical with amendments suggested by 
us in connection with the holding company provisions of the financial 
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institutions bills of the last Congress, H.R. 7026 and S. 1451, in our 
statement on those bills before this committee in January of last year, 

H.R. 7244 would add to title IV of the National Housing Act a 
new section, to be numbered section 408, Subsection (a) of this new 
section would define the term “company” and would state the 
conditions under which a company would be considered as having 
control of another institution or organization for the purposes of the 
section. 

For these purposes, the term ‘company’ would not: include the 
Federal Savings and Loan Insurance Corporation, any partnership, 
or any company the majority of the shares of which is owned by the 
United States or by any State. ; 

As was noted in our statement on the financial institutions: bills; 
we are apprehensive that the omission of partnerships might provide 
a possible loophole by which the objectives of the legislation might be 
defeated. e submit herewith as amendment A a form of amend- 
ment to include partnerships. We recommend the adoption of this 
amendment, which is identical in substance to an amendment recom- 
mended by us in connection with the financial institutions bills. 

Further, as noted in our statement on those bills, there have been 
in the past, and may be in the future, Government corporations 
having capital stock not divided into shares. We therefore recom- 
mend, as we recommended in that statement, a change of the word 
“shares” in this definition to ‘‘capital stock.’?’ We submit herewith 
as' amendment B a form of amendment which would make this 
change and which would also except from this definition any company 
which is controlled by the United States or by any officer or oflicers 
thereof. The latter exception is hereby recommended for the reason 
that there are now, and may be in the future, agencies of the United 
States which are so controlled but which have no capital stock. 

We also recommend that the express exception of the Federal 
Savings and Loan Insurance Corporation be broadened to cover the 
Federal home loan banks as well, and for this purpose we recommend 
the adoption of amendment C submitted herewith. 

Subsection (b) of the bill would provide that the Federal Savings 
and Loan Insurance Corporation shall reject any application made 
for insurance on or after the date of enactment of the section if the 
Corporation finds that the applicant is controlled by any company 
which also controls any insured institution or any other applicant for 
insurance. It would further provide that if an application is approved 
on or after such date and the Federal Home Loan Bank Board subse- 
quently determines, after reasonable notice and opportunity for 
hearing, that at the time of such approval the institution was con- 
trolled by a company which also controlled another insured institu- 
tion—or another applicant for insurance, if the application of such 
other applicant was approved—the Board shall either terminate the 
insured status of such institution or require such company, as set 
forth therein, to dispose of so much of the stock of such institution, 
or take such other action, or both, as may be necessary to divest itself 
of its control of such institution. 

The next subsection, subsection (c), would make it unlawful for any 
company, on or after the date of enactment of the new section, to 
acquire the control of more than one institution the accounts of 
which are insured by the Federal Savings and Loan Insurance Cor- 
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ration, or to acquire the control of such an insured institution when 
it: holds the control of any other institution which is so insured. 

With respect to this subsection the Board recommends two amend- 
ments to strengthen the bill. First, we recommend that the subsection 
be amended so as to require the prior approval of the Board for the 
acquisition of control of one insured institution by a company, and 
we submit herewith amendment: D for that purpose.’ Second, we 
recommend an amendment to prohibit any company from continuing 
to hold control of a savings and loan association which is not insured. 
For this latter purpose we submit amendment E attached hereto. 

These two amendments are identical with amendments submitted 
by us for consideration in connection with the savings and loan 
holding company provisions of the financial institutions bills. 

Subsection (d) would provide that any company may, without 
regard to subsection (c), acquire stock pursuant to a pledge or hypothe- 
cation to secure a loan or in connection with the liquidation of a loan, 
but would make it unlawful for any such company to retain for more 
than 1 year any control the acquisition of which would, except for 
this subsection, have been unlawful under subsection (c). 

The provisions for divestment of control are embodied in subsection 
(e). In brief, that subsection would provide that if, in the opinion 
of the Board, any company holds control of an institution and such 
control was acquired in violation of subsection (c) or retained in 
violation of subsection (d), the Board shall give notice to it that if it 
does not divest itself of such control within 30 days an action for that 
purpose will be brought. Notice to the institution would constitute 
notice to the company for this purpose. 

It is further provided that if the company does not dispose of so 
much of the institution’s stock, or take such other action, or both, 
as may be necessary to divest itself of such control within 30 days 
after receipt of the notice, the Board shall, without regard to any 
statute of limitation, institute in the U.S. district court for the district 
in which the institution’s principal office is located an action to require 
divestiture of control. These provisions of subsection (e) would also 
be applicable to divestment proceedings brought under subsection (b). 

The Board is of the opinion that some technical and strengthening 
amendments are needed in connection with these divestiture provi- 
sions, and recommends for that purpose the adoption of amendment 
F, which except as hereafter noted is identical in substance to an 
amendment recommended by the Board in connection with the savings 
and loan holding company provisions of the financial institutions bills 
of the last Congress. 

As was set forth in our testimony on those bills, the principal object 
of this amendment would be to eliminate the possibility of loopholes 
through which the objects of the bill might be defeated. 

To this end, the amendment would broaden the provision that 
divestment actions be brought in the U.S. district court for the district 
im which the principal office of the insured institution involved is 
located. In some instances, as in the case of certain of the Territories 
and possessions, such principal office might not be located within the 
judicial district of any U.S. district court, and in such instances the 
amendment would permit the action to be instituted in the U.S. 
District Court for the District of Columbia. The amendment would 
likewise authorize the issuance of orders against the controlled insti- 
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tution, as well as against the controlling company, thus permitting 
relief in cases where jurisdiction could not be obtained against the 
controlling company or where relief against such company would not 
adequately cover the situation. 

Further, the amendment would permit the treatment of unin- 
corporated companies as legal entities for the purpose of such actions 
and would provide that all expenses of the Board under the section, 
rather than merely those under the divestment provisions, shall be 
considered as nonadministrative. 

Finally, amendment F includes a provision, originally suggested b 
the Board in the hearings on H.R. 4135, which would make the divesti- 
ture provisions applicable not only to cases where there has been an 
unlawful acquisition or retention of control but also to cases where 
a company, whether or not by reason of violation of any provision of 
the bill, holds (except by reason of holdings outstanding on the effec- 
tive date of the section) the control of more than one insured 
institution. 

While our proposal with respect to this latter point was not renewed 
in our statement on the financial institutions bills, we believe that the 
reasoning set forth in our testimony on H.R. 4135—namely, that 
situations in which a company holds control of more than one insured 
institution may arise by operation of law or i1 other ways not involvin 
unlawful action—is sound, and that in such cases the Board shoul 
have authority to compel divestiture. 

In this connection we call attention to the fact that a divestiture 
proceeding under the bill merely requires the company to divest itself 
of so much of the stock of the controlled institution, or take such other 
action, or both, as may be necessary to divest itself of control. It 
is strictly a remedial proceeding, and in no aspect a penal one. 

Subsectio. (f), the last subsection, would make it unlawful, on or 
after the date of enactment of the section, for any insured institution 
which is controlled by a company (1) to invest in the stock, bonds, 
debentures, or other obligations of that company or of any other 
organization controlled by it; (2) to accept such stock or obligations 
as collateral for advances to such company or organization or to any 
other person, with an exception permitting acceptance, and holding 
for not over 2 years, of such stock or obligations as pyrene for debts 
contracted prior to the acquisition of control; (3) to purchase secur- 
ities or other assets or obligations under repurchase agreement from 
such company or organization; or (4) to make any loan, discount, or 
extension of credit to such company or organization. The subsection 
preranee that, except as otherwise provided by regulation by the 

oard, a non-interest-bearing deposit with a bank to the credit of an 
insured institution shall not be deemed to be a loan, discount, or 
extension of credit for these purposes. 

This subsection, which is closely parallel to provisions contained in 
the Bank Holding Company Act of 1956, is intended in general to 
prohibit the use of savings and loan associations by holding com- 

nies in “upstream”? and “cross stream”’ financing by which the 
holding company utilizes the resources of a subsidiary to finance its 
own operations or those of another of its subsidiarie~. 

In addition to the foregoing amendments, the experience of the last 
2 years siace our testimony on H.R. 4135 leads us to the belief that 
some additional changes, not previously proposed by us, are needed. 
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First, we have found that there may be holding companies in exist- 
ence or projected of which we have no knowledge and no means of 
obtaining information. We believe that this fact calls for the inclu- 
sion in the present bill, as in the Bank Holding Company Act of 1956, 
of a provision requiring the registration of holding companies. We 
submit herewith in amendment G a provision for this purpose, similar 
in general approach to the corresponding provision of that act, and 
we recommend its adoption. 

Second, we believe the bill should include a provision authorizing 
the Board to require reports and information from savings and loan 
holding companies, and amendment G contains a provision for this 
purpose. The Bank Holding Company Act of 1956 not only 
authorizes the Board of Governors of the Federal Reserve System to 
require reports but also authorizes it to examine bank holding com- 

anies and their subsidiaries. We feel that if amendment G is adopted 
it will not be necessary to include in the present bill a provision for 
examinations. 

Also, we believe it would be advisable to include a provision author- 
izing the Board to require the filing of appointments of agents for 
service of process in actions brought under the section, and such a 
provision is included in amendment G. A provision of this kind 
would be particularly useful in the case of holding companies incor- 
porated under the laws of foreign countries and those organized as 
unincorporated enterprises, such as business trusts and associations. 
Even in the case of a domestic corporation it does not follow that the 
statutes and practice of the state of incorporation would necessarily 
be such that an office or agent for the service of process would always 
be available or would always be ascertainable from the corporation 
records of that State. 

Finally, we may mention that in our previous statements we 
recommended that consideration be given to the inclusion of criminal 
penalties. On further consideration we feel that if the bill is amended 
m accordance with the recommendations which we have made today 
the criminal penalties may well be confined to violations relating to 
the provisions regarding registration, the furnishing of reports and 
information, and the appointment of agents for service of process. 
We submit herewith as amendment H a form of amendment along this 
line, and recommend its adoption. 

This completes our prepared statement, and we shall be glad to 
undertake to answer any questions which the subcommittee may wish 
to direct to us. 

Informal advice has been received from the Bureau of the Budget 
that there is no objection to the submission of this testimony. 

The Cuatrman. Mr. Hallahan, by what means may the holding 
company acquire control of a savings and loan institution other than 
by the acquisition of stock? 

Mr. Hatyanan. Ordinarily, Mr. Chairman, I would think that 
could be accomplished through arrangements such as voting trusts or 
possibly through other arrangements involving advances or loan of 
moneys under the terms of which, or through the mere existence of 
which, the lender is given an effective voice, directly or indirectly, in 
the operations or management of the borrowing institution. 

The CuatrMan. Ordinarily, though, the control is acquired by the 


acquisition of stock? 
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Mr. Hauianan, The ordinary elements of control are exercised by 
the ownership of stock and the voting of that ownership. 

The Cuarrman. But you do think that frequently control is 
obtained other than by the actual ownership of stock? 

Mr, Hauuanan, I think it is pessible to do so; yes, sir. 

The Cuarrman. This is the same bill that passed the House in the 
85th Congress. It was voted out of the committee by unanimous 
vote, and the Rules Committee gave us approval by unanimous vote. 
It also passed the House without opposition. 

Mr. Hauuanan, It is exactly the same as the bill that was reported 
out by committee and passed by the House during the last Congress; 
yes, sir. 

The Cuarrman. Don’t you believe that the very fact that we are 
now having hearings on this subject will greatly stimulate the activi- 
ties of the holding companies, as it did when we held hearings on the 
bank holding companies? 

Mr. Hauuianan. Yes, sir. There has been a great stimulation of 
activity by holding companies in the savings and loan field within the 
last 3 months, as the chairman is well aware. 

The CuHatrMan. So there is reason for expeditious consideration of 
this question and the passage of this bill, if we intend to pass it? 

Mr. Hatuawan. | think there is reason for great expedition; yes, 
sir, Mr. Chairman. 

The CHairMan. That is all, I believe. 

Mr. Widnall, do you have anything? 

Mr. Wipnauu. Mr. Hallahan, it is always a pleasure to have you 
back with the committee. One of my first observations when 
I came to Congress was the intelligent approach you had in helping 
us on the committee when you served as clerk, and we have looked 
forward to your testimony because we knew it would be lucid, it 
would be to the point, and we knew it would be very effective. 

Do you have anything in the record at all to indicate the change of 
policy on the part of a savings and loan association after it has become 
part of the holding company? 

Mr. Hatianan. To date, I do not know of any, personally, Mr. 
Widnall. I cannot say. 

Mr. Wipna.. Certainly, the record clearly shows a stimulation of 
activity while legislation is pending. 

Mr. Hatuanan. That is correct. 

Mr. Wrpnatu. And existing companies will try to acquire as many 
associations as possible before the deadline is drawn. 

That is all. 

The CHarrmMan. Mr. Hallahan, have the holding companies been 
very active in pacuring the permission of the Securities and Exchange 
Commission to offer their stocks to the public? 

Mr. Hatianan. Yes. Most of the information, Mr, Chairman, 
that we have presented with respect to activity in the holding com- 
pany field in our statement this morning has been gained through the 
data contained in prospectuses filed by these companies with the 
Securities and Exchange Commission. 

The Cuamman. They have also had their stock listed on the New 
York Stock Exchange. Have you any information about that? 

Mr. Hauuanan. I believe there is at least one company whose 
stock is listed on the exchange, and that is all 1 am aware of, Mr. 
Chairman. 
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The CHairMAN. Well, that would indicate that the speculation in 
this field is rather active, is it not; that it is very remunerative to 
those who are on the inside and in control? Is that not true? 

Mr. Havianan. I would say it was quite remunerative, Mr. 
Chairman. 

The Cuarrman. Mr. Brown. 

Mr. Brown. Mr. Hallahan, I want to congratulate you on your 
statement. 

This bill has been cleared with the Director of the Budget, has it not? 

Mr. Hauianan. Well, our statement has, Mr. Brown. The pur- 

es of the bill have been also; ves, sir. 

Mr. Brown. We are always glad to have you with us. One thing 
about Mr. Hallahan is that he is very popular and has the confidence 
of every Member on both sides. He is so thoroughly familiar with 
this subject that it gives us all confidence. 

Mr. Hatianan. Thank you, Mr. Brown. 

The Cuarrman. Mr. Halpern. 

Mr. Haupern. Mr. Chairman, I have no questions, but 1 would 
like to comment on the fine presentation that Mr. Hallahan has 
given here today. I certainly want to commend him on the thorough- 
ness of his testimony. I also want to compliment him on its detail 
and informative background, all of which should prove most helpful, 
Mr. Chairman, to this committee. 

Thank you very much. 

The Cuarrman. Mr. Multer. 

Mr. Mutter. Mr. Chairman, I, without repeating, echo all that 
has been said about Mr. Hallahan and his distinguished colleague, Mr. 
Dixon. They both have always been very helpful to this committee 
in its deliberations and its formulation of legislation. 

Mr. Hallahan, I think the amendments as suggested by your Board 
will strengthen and make the bill, which is now a good bill, a much 
better bill. 

I am wondering whether or not we ought not to have the bill go so 
far as to include the holding company that holds or controls only one 
savings and loan association. After all, the original principle which 
I think the Board still approves is that these were supposed to be local 
community organizations, doing a community job. When you get 
into the holding company field, they tend to become national in scope, 
subject to absentee ownership and management control. 

Do you not think we might include the holding company that con- 
trols only a single savings and loan association? It may own only 
one savings and loan association and a bank and an insurance com- 
pany and an investment company and may be a small business invest- 
ment company, too? But if it has only the one savings and loan 
association, we exempt it under this bill. Should we not enlarge 
the bill to include that kind of holding company? 

Mr. Hatianan. Mr. Multer, we have recommended that approval 
be acquired before a holding company could obtain the control of 
one institution. 

Mr. Mutter. How about those who have jumped the gun? We 
have been considering this legislation for 4 years. At that time, I 
think there were two holding companies in this field. But there are 
now more than 12 that we know about. Why should we give them 
absolution just because they were able to get these holding companies 








12 SAVINGS AND LOAN HOLDING COMPANIES 


going and obtained control of these savings and loan associations 
efore we enacted legislation? 

Do you not think we ought to require them to come in and register 
and divest themselves, too? 

Mr. Hauvanan. I certainly believe that they should be required to 
register. Otherwise, it would be extremely difficult for anybody 
charged with the duty of carrying out law to be aware of or to follow 
their activities. 

With respect to divestiture I do not have any firm recommendations 
to make on that, Mr. Multer. I think ordinarily the grandfather 
approach, with which you are well familiar, is the usual approach 
taken in these areas. 

I do not know of my own knowledge whether the holdings of savings 
and loan holding companies currently are extensive in other or in 
allied fields which might impinge upon or influence the operation of the 
underlying savings and loan association. That, of course, is well 
within the realm of possibility. I do not believe that it exists exten- 
sively at the moment. 

Mr. Mutter. In the bank holding companies, we subjected all the 
companies to regulation. 

Here, all we are doing is requiring registration and divestment. I 
think we should do one thing or the other. Either we subject all 
these holding companies, if they own or control these savings and loan 
associations, to supervision and regulation, or we require them to 
divest—one or the other, not let them operate just because of regis- 
tration. 

Registration simply gives notice that they are around. But what 
are you going to do after you have the notice if you do not have the 
~ 3 to go in and examine? When are we going to have the right to 

them what to do? Perhaps we at least should have a provision in 
the bill which prohibited them from voting the stock. 

We are not trying to stop anybody from earning a profit, but in a 
regulated industry, we certainly should regulate everybody who has 
any control over a regulated institution. I think the bill should go 
just a little bit further. 

Along that same line, I am sorry to see you have withdrawn your 
recommendation for the broader penal provisions. I think just going 
in and requiring them to divest is not enough. If they have been 
given notice to divest and they do not divest, I think there should be 
some penal provision. If nothing else, they should at least have 
assessed against them the cost of the proceeding with reasonable 
counsel fees. 

Do you not think that is a reasonable approach? 

Mr. Hauuawan. Yes. I think that the Board was bowing in this 
area to the judgment of the committee principally, in connection 
with this previous action in the bill. 

Mr. Mutter. Thank you so much, sir. Thank you, Mr. Chair- 
man. 

The CuarrmMan. Mr. Healey. 

Mr. Huauey. I have no questions, Mr. Chairman. 

The CuHarrMan. Well, Mr. Hallahan, I repeat, it is always a 
pleasure to have you come here and give us the benefit of your sound 
reasoning and solid advice on this character of legislation with which 

ou are so familiar. We want to thank you and Mr. Dixon for being 
ere this morning. 
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Also, I am sure we all have the hope that you often come back and 
give us the benefit of your experience and your views. 

Mr. Hauiawan. Thank you, Mr. Chairman. As I said at the 
outset, it is always a pleasure to be back in these particular sur- 
roundings, not only for myself, but I know that my colleague, Mr. 
Dixon, feels exactly the same way. 

We thank you all for your kindness and consideration. 

The CHAIRMAN. You may stand aside. 

The next witness is Mr. Henry A. Bubb, who is the chairman of the 
Legislative Committee of the United States Savings & Loan League. 

We will be glad to have your views. You have a very wide ex- 
perience in regard to the legislative matters of the savings and loan 
institutions. I am sure you will be listened to with attention and 
your views will be given consideration. 

You may proceed. If you have a written statement, you may read 
it and then subject yourself to interrogation. 

Mr. Buss. Thank you very much, Mr. Chairman. 

I would like to introduce the gentlemen with me. This is Mr. 
Slipher, the manager of our Washington office, on my right, and Mr, 
Bert King, our counsel, on my left. 

The CHarRMAN. We are always glad to have Mr. Slipher and Mr, 
King give us their views, too, and they are welcome. 


STATEMENT OF HENRY A. BUBB, CHAIRMAN, LEGISLATIVE 
COMMITTEE, UNITED STATES SAVINGS & LOAN LEAGUE 


Mr. Buss. My name is Henry A. Bubb, and I appear here as 
chairman of the Legislative Committee of the United States Savings & 
Loan League. I am also president of the Capitol Federal Savings & 
Loan Association of Topeka, Kans. The U.S. League is the nation- 
wide organization of the savings and loan business, with over 4,600 
member savings and loan associations located in every State of the 
Union. The member associations include those under State charter, 
both mutual and stock associations, and federally chartered asso- 
ciations. The league has been spokesman for the savings and loan 
business for 67 years. 

Since early 1956, the U.S. League has been on record in favor of 
legislation restricting the operation of holding companies in the savings 
and loan business. ‘This position has been reaffirmed annually. 
Early enactment of legislation along the lines of H.R. 7244 is one of 
the high priority items in our legislative program. Many of the 
State savings and loan leagues have officially supported the bill, and 
| know of no organized group in our business which is opposed to the 
measure. It comes about as close to having the unanimous approval 
of our business as is possible. 

| want to add that we appreciate the time and study the distin- 
guished chairman has given to this subject. It is just another evi- 
dence of his longtime interest in savings and loan legislation. 

We are also grateful to this subcommittee for this early scheduling of 
hearings. We know that you have a very heavy schedule. 

When we testified in favor of similar legislation 2 years ago, there 
were only two holding companies in operation, controlling four asso- 
ciations. Now there appear to be 8 holding companies in opera- 

‘tion, controlling approximately 25 associations. We have reports 
4254159 —3 
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that almost an equal number of holding companies are in the final 
stages of formation. As Mr. Hallahan just stated one holding com- 
pany operating institutions in California has now acquired a savings 
and loan in Colorado and one in Texas. If legislation is not enacted 
soon, it will be too late—the horse will be out of the barn. 

I might add that within just the last 2 or 3 days, there has been a 
rash of activity. A new holding company has announced its for- 
mation. If their plans go through, they will control a total of 35 
offices and branches in California. 

The first savings and loan association was organized in 1831, and 
it established the pattern of local ownership and local management to 
meet local thrift and home financing needs. Although our business 
has expanded many times in size and our institutions serve millions 
of American families, that original basic characteristic of local opera- 
tion continues. ‘There are important reasons why this local character- 
istic of our business should be retained. When local people manage 
and operate a lending institution, they naturally take a greater interest 
in the entire social and economic development of the community. 
They look at the association’s lending program not just in terms of 
individual loans, but in terms of the economic development of the city, 
its urban renewal problems, and all of the other things that are affected 
by housing policy. The local manager has civic pride and is usually 
a leader in various community organizations. He fits the policies of 
his institution into the overall community program. 

We think that the homeowner finds it very advantageous to have 
his credit dealings with local people. He is likely to find there a greater 
understanding of the family’s needs; and certainly in times of economic 
difficulty the borrower is in a much better position to receive leniency 
than if his mortgage is held or controlled by an absentee owner such 
as a holding company. 

This bill deals entirely with future operations and would not impose 
any hardship or cause any loss to an existing holding company. It 
would not require any divestment of existing holdings. On the other 
hand, it would prevent the further expansion of existing holding 
companies or the formation of new holding companies. ‘The basic 
restriction set forth in the bill is that no company can own more than 
10 percent of the stock of more than one association. 

Since the bill is aimed solely at the formation of new holding 
companies, we think it would be desirable to make several amend- 
ments that would make it clear that none of the restrictions apply 
to nonholding company stock associations. Some of the language in 
the bill is so broad that it could have some entirely unintended effect 
on ordinary corporate activity, or might interfere otherwise with the 
normal exercise of the rights of a stockholder. These suggested amend- 
ments, with a short explanation of the reason for each of them, are 
attached as addendum A. We urge the committee to give them care- 
ful consideration. 

Let me emphasize the need for early action on this measure. New 
holding companies are being formed at an alarming rate, and we are 
told that virtually every stock association in California has been 
approached by one or more holding companies. Next year will be 
too late to stop this movement. The time to act is now. 

(Addendum A, referred to above, follows:) 

















re 
Pr 
1c 


th 


Se 
It 
er 
ig 
ic 
in 


1g 
(- 
ly 
in 
ct 
he 


d- 


Ww 
re 
an 
be 














SAVINGS AND LOAN HOLDING COMPANIES 15 


ADDENDUM A 


EXPLANATION AND SuaGestep Text oF AMENDMENTS TO H.R. 7244, PRoposep 
BY Unirep Srares Savines aNpD Loan LEaGuE 


1. In order that it be clear under the provisions of the bill that it is not intended 
to preclude the use of capital stock in a savings and loan association as collateral 
for a loan, and to make clear also that the holding of such stock in the capacity 
of an executor, administrator, testamentary trustee or guardian, is not intended 
to be precluded, the following change should, be made: 

Delete section 408(d). 

Amendment 1.—Add to section 408(a) (3), at the end thereof, the following: 
“excluding, however, any stock which is so held or which is acquired under 
or pursuant to an agreement made in good faith in the ordinary course of 
business, pledging or hypothecating such stock to secure a loan, providing 
that it shall be unlawful for any company to retain for more than one year 
after the liquidation of a loan any control, the acquisition of which, except for 
this exclusion, would be unlawful under subsection (e), and excluding further 
any stock ownership which is acquired and held by a bank or trust company 
as the executor, administrator, guardian or trustee of all or part of the estate 
of a natural person.” 

2. As worded, the bill would give the Board an undefined, limitless power to 
proscribe any influence in management by a ‘‘company’’ as a prohibited element 
of control. In fact, this provision is so inclusive that it transcends the specific 
tenet of the proposed law that ownership of 10 percent or more of the stock of 
an insured association shall be considered as giving the holder ‘“‘control.”? Quite 
conceivably the Board under this catchall provision could find a 2 percent holding 
constitutes control. It would seem possible to delineate the areas of action it is 
desired to prohibit without tendering this carte blanche power to the Board. 
Unless this can be done by a more definite rewording, it is reeommended that this 
clause of the bill be deleted and that a new provision be added to subsection (ce) 
which will specifically preclude any pyramiding operations in which any company 
could acquire control of any other company which has control of an insured 
institution. 

Amendment 2.—Strike from section 408(a)(3) the words “or if the Federal 
Home Loan Bank Board determines, after reasonable notice and opportunity 
for hearing, that such company directly or indirectly exercises a controlling 
influence over the management and policies of such institution or other 
organization.”; changing the comma to a period immediately before the 
deleted words. 

3. It is suggested that the coverage of the proposed law be made more compre- 
hensive by adding a provision which would prohibit any company from acquiring 
or retaining control of an insured institution while it has control of any uninsured 
institution. 

Amendment 3.—Add after section 408(c) a new subsection, reading as 
follows: 

“(d) It shall be unlawful for any company to retain control of any insured 
institution (other than control arising solely by reason of stock in such 
institution, owned, controlled, or held, with power to vote by such company 
continuously on and since the effective date of this section and not exceeding 
the percentage of the total stock of sue institution so owned, controlled, or 
held, with power to vote by such company on said date) while it has control 
of any uninsured institution. As used on the sentence next preceding, the 
term ‘uninsured institution’ means a building and loan, savings and loan, or 
homestead association or cooperative bank which is not an _ insured 
institution.” 

4. The present language of the bill, under subsection (c), is restrictive enough 
to prohibit any merger or consolidation of an association with another association. 
It is believed that existing law gives the Board sufficient power over such activities, 
and it is recommended that there be added to the bill a provision which makes it 
clear that this bill is not intended to overlap or duplicate existing controls as to 
such transactions. 

Amendment 4.—Add at the end of the bill a new subparagraph (g), reading: 

‘““(g) Mergers or other combinations of insured associations shall be gov- 
erned by applicable Federal and State law and regulation pertaining to such 
activities and not by the provisions of this section.” 
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Mr. Buss. In closing, let me say this, Mr. Chairman: Since this 
testimony was prepared, I have heard and seen Mr. Hallahan’s state- 
ment. We, of course, have conferred with the Board informally on 
this subject, but many of these amendments are new to us. 

Some of them appear to be very vague and far reaching. I am sure 
that they will make some of the stock associations apprehensive that 
the Board is asking for powers that could be used against nonholding 
company institutions. 

I am afraid that the adoption of some of Mr. Hallahan’s amend- 
ments might bring about a substantial opposition to the bill. Cer- 
tainly, they will delay its passage. 

I would like permission to file a more detailed statement within a 
day or two after I have had an opportunity for further study. 

hank you. 
The CuarrMANn. You may have that privilege. 
(The supplemental statement referred to above is as follows:) 


SUPPLEMENT TO JUNE 16, 1959, StaTEMENT OF Henry A. Buss, CHAIRMAN, 
LeGisLATIVE Commirrez, U.S. Savinas & Loan LEAGUE 


Further study of the eight amendments which the Federal Home Loan Bank 
Board offered to the proposed bill confirms my initial impression that they will 
bring about controversy and delay. The urgency of prompt passage for this bill 
through the Congress makes any cause for delay most regrettable. Perhaps con- 
troversy as to the scope and effect of the amendments can be narrowed as a result 
of extended study. Perhaps these controversial aspects can be ironed out only 
by modifying the amendments themselves. But at the very least, considerable 
time would be necessary, and it is time we do not have. 

For example, preliminary analysis indicates that amendment D, as offered by 
the Board, would require a bank or trust company to get the approval of the 
Board prior to accepting the executorship of the estate of an individual who is 
the owner of more than 10 percent of the stock of a single insured savings and 
loan association. The same would be true were that stock offered as collateral 
for aloan. In turn, these institutions would so act as executor or pledgee only 
through subjecting themselves to the registration, reporting, and other require- 
ments of the proposed amendment G. These consequences would certainly cause 
many business organizations to refuse to deal in any way with the capital stock 
of savings and loan associations. In addition, were they to attempt to handle 
savings and loan association capital stock, amendment G, would extend substan- 
tial aspects of the supervisory jurisdiction of the Board to individual institutions 
now governed by the Federal Reserve Board, the Comptroller of the Currency, 
the Federal Deposit Insurance Corporation, the Securitics and Exchange Com- 
mission, or by various State supervisory agencies. 

These are but examples of the ramifications of the Board’s proposals. But they 
certainly appear to supply ample basis for our position that these proposals should 
have extended study before they are brought into and ‘nade a part of the pattern 
of laws designed to bar the encroachment of holding companies into the savings 
and loan field. 

It may be noted that, had the proposed bill been passed when first sent to the 
Senate 3 years ago, it would have halted almost all, if not all, of the holding com- 
pany developments that have occurred in the meantime. If passed now, it would 
be substantially effective to fulfill its purpose. That being the case, it would 
seem sensible and most fitting to leave refinements to be worked out later, and to 
get the needed law on the books this year. It is our hope that the committee will 
do just that. 


The CrarrmMan. The holding company has changed the whole 
basic concept of savings and loan associations as local institutions, 
is that true? 

Mr. Buss. Yes, sir. 

The Cuarrman. I think most of the associations’ strength came 
from the very fact that they were a local institution and had the 
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interests of the community at heart and were managed by citizens 
who had their residence close to the operations of the organization. 

Mr. Buss. That is correct, Mr. Chairman. 

The CHairMAn. Mr. Widnall. 

Mr. Wipnauu. Mr. Chairman, thank you for your statement, 
Mr. Bubb. It certainly is one that gives us a much better insight 
as to what is in the bill, even though we have studied it in previous 
years. 

Do you care to comment on your suggested amendments? 

Mr. Buss. Yes. I will ask Mr. King, the counsel for the league 
here in Washington, to give that comment. 

Bert, will you? 

Mr. Kine. Mr. Widnall, we have endeavored to expedite the 
progress of this bill by eliminating any controversial elements, 
confining our suggested amendinents to what we believe is a necessary 
minimum. 

We have first concerned ourselves with endeavoring to make sure 
that the bill does not infringe or encroach upon the ordinary incidents 
of stock ownership, which should not be affected by preclusions against 
overall things like holding company developments, for example. 
We want to make sure that the right to inherit stock ownership, or 
to pass that ownership through testamentary processes, as any 
natural person must do at some time, is not interfered with by this 
bill unintentionally. So we attempt to exclude any such transfer of 
ownership of the stock in the savings and loan association. We 
also seek to preserve the right of the owner of stock in a savings and 
loan association to use that stock for collateral purposes. We think 
that the language of the bill as it reads, and perhaps unintentionally, 
would cloud or destroy that particular right of ownership. 

All of this is covered by amendment 1 of our addendum A. 

We also suggest that part 408(a)(3) of the bill reaches out a little 
bit into nebulous phases of this holding company operation. We 
think perhaps the needful could be accomplished by more specific 
language, eliminating that very embrasive language. We suggest 
two additions to subparagraph (c) for that purpose, one that dove- 
tails or coincides exactly with the proposal of the Board which seeks 
to prevent the coupling of control of insured institutions with control 
of a noninsured institution, and one which we have proposed ourselves 
to preclude the py ramiding of ownership by dint of acquisition by a 
company or companies which, in turn, own controlling interests in 
savings and loan associations. 

The fourth and last of our proposed amendments is one that seeks 
to establish the facts that Board regulation and control of such 
things as mergers and consolidations is not properly within the powers 
of this bill, but should be handled through the other regulatory 
powers of the Board as they have been to date. 

Those four or five proposals, Congressman Widnall, are all that 
we desire to offer. 

Mr. Wipnaui. Thank you, Mr. King. 

Mr. Bubb, I have one further question. Do you have any pete 
examples as to the differences in community service as supplied b 
the individual savings and loan association, and locally managed, 
and an association that would be controlled by a holding company? 








} 


18 SAVINGS AND LOAN HOLDING COMPANIES 


Mr. Buss. Well, the only thing I can say is this. Certainly, with 
a locally managed association, its officers have a civic responsibility 
and feel a pride in the community. Most generally, they have been 
brought up in that community all of their lives. They take an 
interest in the civic affairs and the development of the community 
for reasons other than remunerative gain. 

If I can be personal, I might just add that in our own case, in 
Topeka, my association has sponsored scholarships at Kansas Uni- 
versity, Kansas State, and Washburn University. Just this year, we 
have sponsored a teacher and a seminar at the University of Kansas. 

We have been making urban renewal loans, not because we want 
to, or because they are remunerative, but because we feel we should 
for the development of our community. 

We have had officers that have been a member of the planning 
board, and I myself helped write the great future plan for the city. 
Many things like that are done where you are a local citizen and 
part of the community. If you were controlled in New York, let us 
say, you would not have those interests at heart. 

You have a report to make to stockholders all over the country, 
and you must look at things that way rather than as a local, interested 
citizen of a community. 

Mr. Wrpnatt. Is there any evidence of change in directorships of 
a local association after they have been taken over by a holding 
company? 

Mr. Buss. I believe that so far most of the directorships of the 
holding company have remained about as is except that the holding 
company themselves have added a man to the Board to look after 
their interests. 

Now, I believe that to be the fact. 

Mr. Wipnatt. That is nothing with respect to the local association 
that was part of the holding company? 

Mr. Buss. I did not get that. 

Mr. Wipnatt. As to changes in the local association after being 
taken over. 

Mr. Buss. Not as yet, I do not believe, no, sir. 

Mr. Wipnatu. Thank you. 

The Cuarrman. Mr. Brown. 

Mr. Brown. No questions. 

The CHarrman. Mr. Halpern. 

Mr. Haupern. No questions, Mr. Chairman. 

The Cuarrman. Mr. Multer. 

Mr. Mutter. Thank you, Mr. Chairman. 

Mr. Bubb, the U.S. Savings and Loan League still adheres to and 
endorses the original principle that savings and loan associations 
should be local organizations operated and controlled locally? 

Mr. Buss. That is right, Mr. Multer. 

Mr. Mutrer. Tell me, why should we not include the holding com- 
panies who have jumped the gun and require them to come in under 
this law, those that are now holding companies owning one or more 
savings and loan associations? Why should they not be subjected to 
this? 

Mr. Buss. I would rather go along with Mr. Hallahan on that. 
- is just custom, I guess, under the grandfather clause. That is one 
thing. 
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The other thing is that, frankly, we would like to get a holding 
company bill enacted before more holding companies are formed and 
come in under the bill. I am afraid if we put too many restrictions 
on it, there will be so much opposition that 1t may hold up the enact- 
ment of this bill. 

Frankly, we just are for getting a bill enacted and to stop this trend. 

Mr. Muurer. Well, I think it is just as important not to give a 
monopoly to the 12 or 14 companies that jumped the gun and are 
now operating. if it is bad for a holding company to be in this 
business, it is bad for all of them and none ‘of them ought to be in it. 

The grandfather clause is all right when it comes to licensing people 
and you say, ‘‘Well, now, you do not have to meet these new require- 
ments to get a lic ense.”” But none of the antitrust laws, the Robinson- 
Patman Act, the Sherman Act, the Clayton Act, none of those bills 
gave exemption to existing monopolies. ‘They were all subjected to 
prosecution if they did not cease the monopolistic activities. 

Now, while this has not yet gotten to the point of being destructive 
of all competition in these areas, they are evading the regulation that 
the law requires of savings and loan associations. 

I know that one of them that called on me 2 years ago to voice his 
objections to this bill was a holding company that went in and took 
control of savings and loan associations and did change management 
and did change directorships. They were in absolute and complete 
control of every association once they bought it. 

Now, I do not think it is going to stop this bill going through, if we 
make this all inclusive, particularly when, as I recall, there were only 
two companies 4 years ago. Anybody that came into this business 
since, came in because they wanted to jump the gun and get in before 
this bill was enacted. 

They all knew the bill was about to be enacted. They all did it 
with notice. I have no sympathy for any that are required to divest 
themselves and go back to where they were while the bill was pending. 

Thank you, Mr. Chairman. 

The CuarrMan. Mr. Healey 

Mr. Heater. No hh rg 

Mr. Brown. Mr. Chairman, may I? 

The CuarrMan. Mr. Brown. 

Mr. Brown. In connection with what Mr. Multer was saying, it 
might be more difficult to get this bill through. They have been 
trying to get it through for years without making any change. These 
people seem satisfied with it, and I hope they pass the bill. 

It is a good suggestion. 

Mr. Mutter. Well, let us withhold until we see what the opposition 
has to say when they arrive. 

Incidentally, Mr. Chairman, I think there might be a point made 
here. I think Mr. Bubb will agree that in recent years that most of 
the activities of these savings and loan associations have been in 
connection with new houses. Traditionally, savings and loan associa- 
tions did a tremendous job in refinancing mortgages on existing homes 
and in helping people buy existing houses. Is that not so? 

Mr. Buss. Yes, sir, and they are still doing it. 

Mr. Mutter. You say they are still doing it. A very substantial 
part of the business of the savings and loan associations is the part 
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that we rarely hear of at this committee because it is dealing with 
existing houses. Is that not so? 

Mr. Buss. I just say this, Mr. Multer: I just saw the figures the 
other day that right now 70 percent of the loans being made in this 
country are conventional loans, and it is in so-called tight money 
times such as this that the savings and loans really come into existence 
with their conventional loan and help this housing market. 

Mr. Mutter. Would it be fair to say that about 50 percent of the 
conventional loans are in existing houses rather than new houses? 

Mr. Buss. I would say more than that. 

Mr. Mutter. More than that? That is a very important aid to 
the homeowner and prospective homeowner. 

Mr. Buss. That is correct. 

Mr. Mutrrer. Thank you. 

The Cuarrman. I think the whole country owes a very deep debt 
of gratitude to the savings and loan associations. They cannot be 
overestimated. They have been the greatest help to the homebuilder 
of all the institutions. 

I have no doubt there will be a frenzied activity on the part of the 
holding companies while this legislation is being considered, but I 
would not want to see the bill changed in such a fashion that it would 
imperil its passage. 

I hope it will be considered in that spirit, and I want to thank you, 
Mr. Bubb, for your statement. Iam sure it will be considered by the 
committee. 

The great organization which you represent is entitled to have its 
views expressed to and considered by any legislative committee that 
has the matters of which you are interested for investigation. 

Thank you very much. 

Mr. Buss. Thank you, Mr. Spence. 

I would just like to tell you that it is always a pleasure for me to 
appear before this committee. I seem to be doing it quite regularly, 
but it is just like old home week when I come back. 

We appreciate the great service that you are doing for our business 
because we feel when you are doing it for our business, you are doing 
it for the homeowner of the country. We are very appreciative of the 
kindnesses you have given to us. 

The CuarrMan. The committee will adjourn until tomorrow at 10 
o’clock. 

(Whereupon, at 11:30 a.m., the subcommittee recessed until 10 a.m., 
June 17, 1959.) 
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SAVINGS AND LOAN HOLDING COMPANIES 


WEDNESDAY, JUNE 17, 1959 


Hovusr oF REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
SuBcoMMITTEE No. 1, 
Washington, D.C. 


The subcommittee met at 10 a.m., pursuant to adjournment, Hon. 
Brent Spence (chairman) presiding. 

Present: Messrs. Spence, Brown, Healey, and Widnall. 

The CuarrmMan. The committee will be in order. We are meeting 
this morning to consider H.R. 7244. 

The clerk will call the first witness. 

Mr. Carpon. Mr. Franklin Morrison, for the National League of 
Insured Savings Associations, accompanied by Mr. Heisler. 

The CuarrMan. We are very glad to have you testify. You may 

roceed as you please. You may read your stetement without 

interruption and then subject yourselves to interrogation. 


STATEMENT OF W. FRANKLIN MORRISON, ON BEHALF OF NA- 
TIONAL LEAGUE OF INSURED SAVINGS ASSOCIATIONS; AC- 
COMPANIED BY KENNETH G. HEISLER 


Mr. Morrison. Thank you, sir. 

My name is W. Franklin Morrison. I am executive vice president 
of the First Federal Savings & Loan Association here in Washington. 
I have been directed to express the views of the National League of 
Insured Savings Associations, a nationwide trade organization, com- 
posed of insured savings and loan associations, operating under State 
and Federal charters. 

I appeared before this committee on behalf of the national league 
in early 1957 to support legislation quite similar to the current bill 
before the committee. The league’s board of State Governors com- 
posed of managers from both stock and mutual associations last week 
unanimously reaffirmed its desire to see early enactment of holding- 
company legislation. The problem, as we see it, has increased sreaty 
rather than diminished, since the 1957 hearing. You have heard 
testimony with respect to the new companies as well as several now in 
the process of formation. 

The past action and the attitude of this committee causes us to 
anticipate early action on this side and we are hopeful your colleagues 
on the other side of the Capitol will take up this bill at the earliest 
possible time. 

As this committee knows, in order for a holding company to acquire 
a savings and loan association. the association must be a stock type, 
rather than mutual. Only 13 States authorize the chartering of 
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nonmutual associations, and for all practical purposes thay are con- 
fined to4or5 States. Moreover, it is our belief that the great majority 
of the local owners of these associations, particularly the older stock 
institutions, are not interested in selling to a holding company. 
Geographically, then, the problem is not as great as in the case of 
bank holding companies. 

In other respects, the holding company as a corporate device has 
greater implications for our business than for banks. Our business is 
local. With insignificant exceptions we cannot make a home loan 
beyond 50 miles of our home office. Our transactions are not with 
impersonal corporate entities but with the average American—the 
man in the street. The motivating force behind our business is not 
quick profits. It is the satisfaction and pride of local people in 
furthering the highly desirable social and economic objective of pro- 
viding homes and encouraging savings. We are not objecting to 
holding companies per se. ‘This corporate device serves highly 
desirable economic objectives in many business activities. 

We do say, however, that the formation of additional new holding 
companies is not compatible with the traditional method of operation 
of the savings and loan business. Action is needed quickly. 

That concludes my remarks. On behalf of the national league, I 
want to express our appreciation to Chairman Spence and this com- 
mittee for this opportunity to be heard on this very vital issue. 

The CuarrMan. I think you have very splendidly stated the funda- 
mental reasons that brought about the introduction of this bill. 

How many holding companies are now operating? 

Mr. Morrison. I believe, Mr. Spence, there are 14, with others 
that we have heard are in formation. 

The CHarrMANn. Have you any figures as to the extent of their 
holdings? 

Mr. Morrison. I have not, sir. 

The CHarrMan. Don’t you think that the very introduction of 
this bill and the anticipation of its passage will cause a very frenzied 
activity on the part of holding companies? 

Mr. Morrison. It very well could, sir. 

The CuHarrMan. It would be a condition much like that which 
existed when we introduced bank-holding company legislation? 

Mr. Morrison. I would think so. 

The CuarrMan. And you think expeditious action is necessary to 
curb this activity which will necessarily result on the part of holding 
companies? 

Mr. Morrison. I think it is very vital if we are to maintain our 
local character, yes, sir. 

The CuatrMAN. Don’t you think the greatest strength of the 
savings and loan association and the fact that it is held in esteem by 
the people, is largely due to the fact that it is managed by local 
people with local community interests at heart? 

Mr. Morrison. | believe that is a fundamental principle. It is 
people that can get in to see people, and local people that make these 
associations great. 

The CuarrMan. I think you have very well stated that in your 
testimony. 

Mr. Healey, do you have any questions? 
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Mr. Heauey. Mr. Morrison, you have made a very interesting 
statement. As a matter of fact, the last four or five people who 
have appeared before this committee have made fine statements con- 
cerning these associations. However, I am very anxious to hear the 
other side, because it sounds too rosy. 

Thank you very much for appearing. 

Mr. Morrison. Thank you, Mr. Healey. 

The CuarrMAN. Thank you, gentlemen, you have made an excellent 
statement. 

Call the next witness, Mr. Clerk. 

Mr. Carvon. Mr. William Moseley Jones, for the California Savings 
& Loan League. 

The CuarrmMan. Mr. Jones, you may proceed as you desire. If 
you have a written statement, you may read it and then subject your- 
self to interrogation. 


STATEMENT OF WILLIAM MOSELEY JONES ON BEHALF OF THE 
CALIFORNIA SAVINGS & LOAN LEAGUE 


Mr. Jones. Thank you, Mr. Chairman. 

Mr. Chairman and members of the Committee, my name is William 
Moseley Jones. I am appearing in behalf of the California Savings 
& Loan League. Its membership is composed of 165 State-chartered 
associations and 69 federally chartered associations, which constitute 
98 percent of all of the savings and loan associations doing business in 
the State of California and represent total assets of over $7 billion. 

I am president of Pacific Savings & Loan Association, a State- 
chartered capital stock company operating in the Los Angeles area. 
I am a member of the legislative committee of the California league 
and also a member of the Legislative Committee of the U.S. Savings 
& Loan League and a former executive committeeman of that league. 

Ever since the matter of holding companies in the savings and loan 
field became an important issue, the California league has maintained 
a position in favor of legislation which would properly restrict and 
regulate such companies. At the same time we have been seriously 
concerned lest such legislation shall inadvertently do serious harm 
and injustice to savings and loan associations not subject to holding 
company control. 

We feel that there are some provisions in H.R. 7244 as presently 
drafted which, in striking at holding companies, would do injury and 
injustice to innocent bystander institutions not involved with holding 
companies. We feel that these defects can be readily remedied by a 
few amendments and with these amendments we would support the 
bill and urge its adoption. Without the amendments we feel the bill 
would do us more harm than good and that we should oppose it. 

We are aware of the fact that as H.R. 4135 this bill passed both this 
committee and the House unanimously 2 years ago. It would be 
natural for you to assume that because of this past legislative history 
the bill has gone through a proper process of criticism and refinement. 
This, of course, is ordinarily true. As to H.R. 4135 it is not true be- 
cause at that time the savings and loan industry rather carelessly, 
I think, looked upon this bill as an issue between the one large savings 


.and loan holding company and the Congress. At that time, Great 


Western Financial Corp. appeared in opposition to the bill without 
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making any effort to refine its provisions. The rest of the industry 
paid little or no attention to it, although I believe the then California 
savings and loan commissioner did register some objections to some 
of its provisions along the line that we propose to present to you today. 

Anyway, it was not until later that the California league made a 
more serious study of the bill and became aware of some effects which 
were not readily apparent to us earlier. As a simple and obvious 
error in the bill, permit me to direct your attention to section 408(f) (2), 
in which it is provided that if a company acquires control of an insti- 
tution which holds a secured obligation of the company, then the 
association must, within 2 years, surrender the security for the obliga- 
tion, whether it is paid or not. I am sure this was not intended when 
the bill was enacted. 

There are other more important defects in the bill which are not so 
readily apparent: 
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AMENDMENT NO. 1 


We suggest that section 408(a)(1) be amended by striking out the 
period at the end of the paragraph, inserting a comma, and adding 
the following language: 
or any company acquiring and holding stock as an executor, administrator, 
guardian, or trustee as the result of the disposition of the estate of a natural 
person by gift during his lifetime or by an inheritance or bequest. 

This amendment would permit banks and trust companies to con- 
tinue to act as fiduciaries for persons who owned savings and loan 
stock. Without this provision, any bank or trust company would 
be obliged to forego acting in any such fiduciary capacity where there 
is any savings and loan stock in the estate, because it would be very 
easy for them to unwittingly become a savings and loan holding 
company in violation of the provisions of the bill. 


AMENDMENT NO. 2 


We next propose that in section 408(a)(3), the following language 
be stricken out: 
or if the Federal Home Loan Bank Board determines, after reasonable notice 
and opportunity for hearing, that such company directly or indirectly exercises a 
controlling influence over the management and policies of such institution or other 
organization. 

This provision sets up a new, novel, and radical concept of corporate 
regulation. The law has always assumed that control of the manage- 
ment and policies of any corporation resides in its stockholders. This 
concept is the very cornerstone of our vast corporate structure as it 
exists in this country today. The law assumes that if the management 
of any company should in some fashion come under the domination 
of some other company, then the stockholders will quickly change 
such a situation in their own interest and protection. This provision 
assumes that the management of a corporation is not responsible to 
its stockholders and that therefore stockownership should not be the 
test of control exclusively. We have endeavored to think of instances 
in which such a controlling influence might exist. 

We can think of only such malignancies as collusion, intimidation, 
blackmail, or bribery. We are sure that there is an abundance of 
law to protect a corporation against things such as this. If we need 
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legislation to prevent improper influence on the management of 
savings associations, we certainly need the same kind of legislation in 
all fields of corporate activity, and even, I might add, in the field of 
Government. As a practical matter, of course, the law has to assume 
that management elected by the stockholders is going to act in their 
interest and not as puppets for some other company, just as the law 
assumes that you gentlemen, elected by your constituents, are going 
to act responsibly and on your own judgment and not as the result 
of some influence exercised upon you by someone else. 

Control of 10 percent of the stock of an association is certainly an 
adequate test and we submit that it would be a mistake to open up 
such a Pandora’s box of legalistic novelty and uncertainty as ‘‘con- 
trolling influence.’ No standards, tests of definitions of any kind are 
provided in this connection. The Board could find almost anything: 
to be a controlling influence. The provision actually requires the 
determination of a metaphysical fact and could lawfully get into such 
absurdities as hypnotism, telepathy, and extrasensory perception, 


AMENDMENT NO. 3 


Section 408(d): This section attempts to take care of the situation 
created by the pledge or hypothecation of capital stock to secure a 
loan, but the language is inadequate to accomplish this purpose. 
When a bank or other financial institution makes a loan on such stock 
the pledge carries with it the right to vote the stock. 

Parenthetically 1 might state that that is the law of California. 
I am not sure about the other States, but at least in California it is 
a provision of the civil code of the State. 

Thus, under this provision as presently written, during the period 
of 1 year the loan would have to mature and if not paid the Sonar 
would have to foreclose on the security and dispose of it on the market. 
Few banks or other lenders would make loans under these restrictions. 
We propose the following amendment as a remedy to this inadequacy: 

In section 480(a)(3), in place of the language stricken out by our 
prior proposed amendment concerning ‘‘controlling influence,” insert 
the following language : 
excluding, however, any stock which is so held or which is acquired under or 
pursuant to an agreement made in good faith in the ordinary course of business 
pledging or hypothecating such stock to secure a loan, providing that it shall be 
unlawful for any company to retain for more than 1 year after the liquidation 
of a loan any control, the acquisition of which, except for this exclusion, would 
be unlawful under subsection (¢). 

If this correction is not made, our stock would be so inadequate as 
collateral security with any ordinary lending institution as to greatly 
depreciate its value. I am sure Congress does not want to deprive us 
of a value we have created by hard work and diligence over a period 
of many years while there is no holding company problem actually 
involved whatsoever. 

AMENDMENT NO. 4 


It is the considered opinion of our counsel that the bill as presently 
drafted would prohibit more than one merger by any savings and loan 
association, whether there is a holding company situation or not. 


‘ because of course, in a second merger operation, the original associa- 


tion would have acquired control of more than one insured institution. 
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May I point out that there is nothing in the bill which would 
prevent a savings and loan association in itself from being a holding 
company, if by merger or otherwise, it acquires another association or 
more than one association. 

The law concerning mergers and other combinations of insured 
associations is clear and definite in both the State and Federal field. 
There may be no mergers in California without the prior approval of 
the Commissioner and in every instance he has always required that 
the resulting institution shall end up with reserves considerably in 
excess of the national average and the California average. 

For this reason, there have been few mergers. The Home Loan 
Bank Board, of course, has full authority to regulate mergers of 
insured institutions, whether Federal or State, and exercises that 
authority. Actually the principal purpose behind the formation of 
these holding companies is to avoid State and Federal law covering 
mergers of insured associations. If there were not strict supervisory 
control of mergers, it would be better to create one institution operat- 
ing as a chain, rather than setting up a holding company over a number 
of separate institutions. 

I might point out that the stock of a savings and loan association 
sold as such would undoubtedly bring a better price on the market 
than would the stock of a holding company which is not the associa- 
tion, itself, but is a corporate entity set up above it. 

If we keep in mind that the Federal and State law concerning 
mergers and other combinations of insured associations is not here 
under attack and has always been considered adequate, then there is 
no good reason why this bill should trespass upon that field of super- 
vision and control at all. This bill should prohibit the further exten- 
sion of holding companies as set forth, but it should not attempt to 
write new law governing mergers and combinations of insured associa- 
tions, themselves, because this field is already adequately covered. 
We, therefore, urge that the following be added at the end of the bill 
as subparagraph (g): 

(g) Mergers or other combinations of insured associations shall be governed by 
applicable Federal and State law and regulations pertaining to such activities and 
not by the provisions of this section. 

This amendment is especially important and necessary when we 
consider that if an association gets into trouble and the Federal 
Savings and Loan Insurance Corporation is obliged to do something, 
it generally works out a merger of the sick institution with a well one, 
which procedure is beneficial to the Insurance Corporation and to the 
public. If this bill is passed as presently written, the insurance corpo- 
ration might in the future find itself unable to use merger as a remedy 
in some cases. 

I thank you sincerely for your consideration and urge the adoption 
of our proposed amendments. 

Yesterday, Mr. Hallahan, in behalf of the Federal Home Loan 
Bank Board, presented a series of amendments for your considera- 
tion of which we had no prior warning or notice. Yesterday after- 
noon I called the California Savings and Loan League and discussed 
these proposed amendments with the managing officers of the league. 

I assure you, gentlemen, that from our viewpoint, these amendments 
are most drastic in their effect. If seriously considered by this com- 
mitiee, they will engender unprecedented alarm, fear and discourage- 
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ment within the savings and loan industry in all States where capital 
stock associations exist. 

Any competent and detailed analysis of these amendments is, of 
course, impossible in the time we have had since we first saw them 
yesterday. ‘The California league requests that it be permitted to 
file a supplemental statement with the committee concerning these 
amendments, and that the committee let us know upon adjournment 
what is the maximum time that can be allowed us to prepare this 
statement for your consideration. 

It will be necessary for us to convene the legislative committee of 
the California league, which ordinarily cannot be done overnight and 
it will probably be necessary that we engage in a considerable amount 
of legal research. 

This morning I shall present to you a few thoughts on these amend- 
ments which certainly constitute no careful analysis, but are the best 
we have been able to do overnight. 

The first outstanding provision of the amendments is the new re- 
quirement that no company may acquire 10 percent of the stock of a 
savings and loan association, without first obtaining the consent of 
the Federal Home Loan Bank Board. 

The second outstanding provision is that any company owning as 
much as 10 percent of the stock of a savings and loan association, 
must comply with a registration and reporting procedure and submit 
itself to the jurisdiction of the Federal Home Loan Bank Board in 
that connection. 

I wish you gentlemen would consider these drastic amendments as 
if you were an ordinary stockholder in a savings and loan association. 
As such, you probably made this investment a number of years ago. 
In doing so, you pledged this wealth as security that the savings and 
loan association would be safely and soundly operated and would be 
successful. You further pledged, with your stock purchase, that the 
public would suffer no loss in the operation of the association, and 
you reinsured the Federal Savings and Loan Insurance Corporation’s 
risk in its insurance of the withdrawabilities. 

Over the years the institution has been successful and the value of 
your stock has substantially increased. The effect of this holding 
company bill upon the value of your stock would be catastrophic if all 
the proposals now before this committee were adopted. 

As to the amendments proposed by the Board, if you wanted to sell 
your stock and if it amounted to as much as 10 percent of the stock 
outstanding in the association, it would be almost impossible for you 
to find any substantial company that would be interested in buying 
the stock. 

The possibility of obtaining approval of the Federal Home Loan 
Bank Board, of course, would be nil. Even if such approval were 
obtained, what purchaser would want to file registration statements 
and reports and place himself under the jurisdiction of the Federal 
Home Loan Bank Board, and what substantial company, even if it 
were willing to do these things, would be interested in making an 
investment in such stock knowing that when it wanted to dispose of the 
same, it would have the same difficulty in finding a ready purchaser. 

Now, it you wanted to sell your stock, the only thing you could do 


_would be to split it up in small parcels and try to find individuals who 


had the money to purchase it at a reasonable price. 
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If we also go back and consider your fate as a stockholder under the 
present provisions of the bill, restricting your ability to borrow on 
your stock and your ability to have a bank or trust company act as 
administrator or executor of your estate, I respectfully submit that 
this bill potentially could wipe out overnight the accumulations of a 
lifetime among savings and loan stockholders. 

In considering legislation concerning corporations, it is rather easy 
sometimes to forget that in the final analysis corporations are only 
aggregations of people who have, in the spirit of our great free enter- 
prise system, hazarded their efforts and substance in the promotion of 
a legitimate and praiseworthy business enterprise. I am sure that 
this committee will never do such a grave injustice to all these good 
American citizens, if it cam foresee this eventuality. 

In this connection I think I should emphasize that we should not 
assume that we are any longer dealing with the little savings and loan 
associations of yesteryear. Whether we like it or not, savings and 
loan associations have collectively and individually become big 
business in our country. In Los Angeles County alone, we have 
three Federal associations whose assets in the aggregate are in excess 
of $1 billion, and which, in the aggregate, operate about 23 offices in 
all parts of the county. 

Likewise, we have three State chartered capital stock companies 
operating in Los Angeles County, whose aggregate assets exceed 
$1 billion, and whose offices are about the same in number as those 
of the three Federal associations. 

Only last week we had a merger between two large Federal associa- 
tions which resulted in an institution having assets in excess of a 
half billion dollars. 

California is now the foremost savings and loan State in the United 
States, with assets of about $7 billion. About $4 billion of these 
assets are held in capital stock companies. Savings and loan associa- 
tions in recent vears have been primarily responsible, in southern 
California, and elsewhere, for the most tremendous expansion in 
homeownership in the history of our country or any other country. 

The value of capital stock ownership in savings and loan associations 
runs into hundreds of millions of dollars. The capital stock associa- 
tions throughout the United States hold about 11 percent of all 
savings and loan assets. My latest information, which is not up to 
date, indicates that they exist in 14 different States. 

In considering legislation of this kind we should keep in mind 
constantly that we are dealing with a large and important segment of 
the Nation’s financial and economic structure. We must recognize 
this larger responsibility to our Nation as a whole, to homeowners 
and purchasers, to stockholders and investors and savers throughout 
the land. 

We must never let prejudices for or against any type of corporate 
structure becloud our judgment or obscure the fact that legislation 
affecting these things must be most carefully considered from all 
viewpoints and all interests. 

The simple fact of the matter is that legislation is needed to prevent 
the further expansion of holding companies. Primarily because they 
ure a device for avoiding the laws pertaining to mergers and other 
combinations. 
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The savings and loan industry is in full agreement on this point, 
with few exceptions. The U.S. Savings and Loan League, the Na- 
tional League of Insured Savings Associations, and the California 
Savings and Loan League, all agree on what the contents of the bill 
should be. 

The contents of the bill as presently before the committee, with 
the few amendments we and the other leagues have requested, is the 
simple and ready solution to the problem. 

I might again state that the amendments sponsored by the U.S. 
league are the same as the amendments sponsored by the California 
league, with the exception that the U.S. league has one additional 
amendment which we have not included, but which we are in accord 
with. 

The thing that we need to stop quickly is the promotion of these 
large holding companies, underwritten and put on the market, by 
nationwide stock selling organizations. The Board in its zeal is not 
satisfied with this objective. It apparently wants to pass a bill 
which will have the effect of making savings and loan stock of such 
little value that it will no longer be attractive to anv investor. 

We do not believe that this committee or Congress will agree with 
such an objective. 

There has been a considerable amount of misinformation and mis- 
understanding engendered in connection with the profitmaking ca- 
pacity of capital stock savings and loan associations. It is all tied up 
with the manner in which we are taxed on our income. 

In this connection, | would like to make a few simple statements 
which can be readily verified by any tax expert. 

First, no stockholder in any capital stock association can acquire 
any of the past or present profits, other than those acquired before the 
tax law became effective, except that the association first pays exactly 
the same tax thereon as would be paid by any other profitmaking tax- 
able corporation, and except that the recipient stockholder pays 
exactly the same income tax thereon as would be paid on a dividend 
from any other ordinary profitmaking corporation. 

This statement applies to all corporate distributions by capital 
stock companies, whether they be operating dividends or liquidating 
dividends. The trouble is that the average investor looks at our bad 
debt reserves and assumes that they represent in full surplus avail- 
able to the capital stock. In most instances the stockholder’s equity 
in these reserves is actually only 48 percent, allowing for the maximum 
Federal corporate income tax. 

But in addition, in most States, and in California, there would be a 
very substantial State franchise or income tax on top of that. 

I mention these matters because those of us who operate stock asso- 
ciations are constantly confronted with misunderstanding on these 
subjects, and oftentimes prejudices and antagonisms engendered as a 
result of this misunderstanding. 

I know that we will have other important objections to the amend- 
ments proposed by the Federal Home Loan Bank Board, and we re- 
quest that the committee give these objections careful consideration 
when we present them at a later date. 

I think I should also mention that these State-chartered capital 


_stock companies in California are subject to a most complete and 


highly developed system of State supervision and regulation. We 
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need legislation on a national basis to stop expansion of holding com- 
panies, but we do not need legislation in Washington to make the 
operation of these associations safe and in the public interest. 

The State of California, over a period of 75 years, has built up a 
code of very specific laws concerning our associations, and which we 
believe is probably the most thorough in the country. It is far more 
extensive, detailed, and stringent than all of the Federal laws and 
regulations concerning savings and loan associations, in any matter 
under Federal jurisdiction. 

It is wholly unnecessary for the Federal Government, in the public 
interest, to impose further regulation and supervision upon us, beyond 
that which now exists, and | believe that most of you gentlemen will 
probably agree that except where there is a definite Federal interest 
involved, the States have reserved unto themselves the authority to 
regulate and control their own corporate entities. And that the Fed- 
eral Government should restrain itself from impinging upon these 
traditional prerogatives of the States unless a substantial Federal 
question is involved. 

The proposals of the Board, in our opinion, go far beyond the legiti- 
mate interests of the Federal Government in holding companies, and 
seek to trespass upon a field of regulation and supervision properly 
reserved to the States. 

On behalf of myself, the California Savings & Loan League—and if 
I may be slightly presumptuous, the State of California—I thank you 
for your attention and consideration and will be happy to answer any 
questions within by ability that the committee may have. 


SUPPLEMENTAL STATEMENT OF THE CALIFORNIA Savinecs & Loan LEAGUE 


The California Savings & Loan League has heretofore appeared before Sub- 
committee No. 1 of the House Banking and Currency Committee on June 17, 
1959. At that time Mr. William Moseley Jones presented written and oral argu- 
ments in behalf of this organization. At that time the subcommittee gave us 
additional time within which to file a supplemental statement concerning the 
amendments recommended by the Federal Home Loan Bank Board which were 
then made known to us for the first time. We submit this additional material, 
as follows: 

Referring to the Board’s proposed amendment A, this would add a partnership 
to the entities that might be held to be holding companies. We object to this 
proposal because the Board could readily use it against such combinations as a 
father and son or other stockholders related to one another or associated together 
in some other way. We assume that it is not the purpose of this bill to seek out 
every individual who, in some fashion, owns stock in association with some other 
individual and condemn these people as holding companies. We assume that the 
purpose of the legislation is to reach corporate combinations of size and sub- 
stance such as are popularly and generally known as holding companies. 

We next refer to the Board’s amendment D, which would prohibit a 10-pereent 
ownership of one association except upon the prior approval of the Board. We 
ratify the statement made by Mr. Jones in regard to this provision. It is very 
difficult for us to imagine any evil situation that would require this provision 
in the law. It is to be noted that the Board points out no need whatsoever 
for this drastic amendment and simply states as a reason therefor that it would 
“strengthen’’ the act. 

We next refer to the Board’s amendment F. This amendment would rewrite 
subsection (e). There are a number of important changes in the new language; 
however, the two substantive changes are so drastic we will direct our argument 
to these two points only. The first of these substantive changes says, in effect, 
that if the Federal Home Loan Bank Board is of the opinion that any company 
holds control of two associations, then ‘‘Whether or not, by reason of any viola- 
tion of any provision of this section,” the Board shall require divestiture within 
30 days. We have never heard of legislation which says that even though a per- 
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son has acted lawfully, he may, nonetheless, be penalized if a Government agency 
thinks he should be. It is difficult to use temperate language in condemning a 
proposal of this kind. Perhaps the simplest thing to do is to point out that it 
obviously violates the due-process clause of the Constitution. The rest of the 
amendment, in substance, provides that, without regard to any statute of limita- 
tion, the Board may prosecute a divestiture action in the Federal court against 
both the alleged holding company and the institution, and, even though jurisdic- 
tion is not obtained over the holding company, the court may order the association 
to sell the stock owned by its stockholder and dispose of the proceeds as directed 
by the court. The section provides that notice of proceedings by the Board need 
not be given to the stockholder but need only be Served on the association. Under 
these provisions the Board could institute proceedings against any stockholder 
and without any actual notice to him whatsoever could obtain a judgment order- 
ing that his stock be sold and the proceeds disposed of in any manner whatsoever. 
Of course, this provision also is violative of the due-process clause of the Con- 
stitution. 

Summing up the provisions of this most amazing proposal, we find that the 
Board has asked for authority to make a finding that any stockholder is a holding 
company without notice or hearing, without regard to any statute of limitation, 
and may require divestiture even though the holding and acquisition of the stock 
is entirely lawful and may proceed in court and, again without requiring any juris- 
diction over the stockholder, may require the savings and loan association to sell 
the stock owned by the stockholder and dispose of the proceeds in any manner 
directed. We respectfully suggest that, since the Federal Home Loan Bank Board 
is an independent agency responsible directly to Congress and, in particular, to this 
committee, the fact that such proposals have been presented should be seriously 
considered, although, of course, not from the standpoint of whether they should 
be enacted. 

Referring to the Board’s amendment G: This proposal has been previously 
criticized in Mr. Jones’ presentation. Again, we would like to emphasize that we 
consider the objectives of this bill meritorious only to the extent that it would 
prevent the creation of extensive holding company empires. These empires can 
be created only by large nationwide sales of holding company stock. All such 
stock issues come under the jurisdiction of the Securities and Exchange Com- 
mission and they are matters of wide public knowledge. There are simply no 
circumstances in existence which require the creation of a little FBI in the Federal 
Home Loan Bank Board in order that they may take action against every indi- 
vidual stockholding that in their opinion might be some kind of a borderline hold- 
ing company. The real holding companies will be a matter of general knowledge. 
Concealment and subterfuge in these matters is just simply impossible. In Mr. 
Hallahan’s testimony he claimed that they had detailed knowledge of every pro- 
posed holding company, even now before any legislation on the subject exists. 
It should be remembered that all the book sand records of every insured savings 
and loan associations are regularly examined and inspected by Federal examiners 
continuously. 

Referring to the Board’s amendment H, providing for criminal penalties, we 
think these provisions are unfair and unnecessary. The first sentence provides 
for a cumulative fine of $1,000 per day for each day that a company is in violation 
of the provisions of the section. This provision, of course, is designed to prevent 
anyone from ever contesting any finding of the Board. No company would want 
to take the risk of incurring such a penalty by litigating any decision of the Board 
in the courts. For all practical purposes we might as well eliminate the provisions 
of the section providing for any proceedings in the courts. No rational defendant 
would ever take this risk. He would supinely subject himself to the decision of 
the Board, no matter how wrongful that decision might be. Again, this provision 
is an attempt to deprive a respondent of his day in court by imposing an un- 
reasonable penalty if he shall not succeed in his recourse to the judiciary. The 
next sentence provides for the penalty of fine and imprisonment upon any indi- 
vidual who participates in any violation of the provisions. Since a holding 
company is nearly always a corporation and must presumably be at least a com- 
bination of persons and not an individual, it seems entirely unreasonable that an 
individual should be penalized simply because he might be connected with a 
corporation or other type of company that had violated the section. An officer of 
a corporation would be placed in the position of having to predetermine accurately 
whether a holding company situation was being created by his company or resign 
_his position before the company action was taken. This seems harsh, unreason- 
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—_ and not in accordance with the theory of corporate and company responsi- 
ility. 

Respectfully submitted. 

CaLirorniA Savinas & Loan LeEacre, 
By Neiiu Davis, Executive Vice President. 

Dated June 23, 1959. 

The CHarrmMan. What are the assets of all the savings and loan 
associations in California? 

Mr. Jonzs. Approximately $7 billion. 

The CuarrmMan. How much of that is held by stock companies? 

Mr. Jonus. About $4 billion. 

The CuarrmMan. To what extent are the stock companies now con- 
trolled by holding companies? 

Mr. Jongs. To what extent are they held by holding companies? 

The CHarrMAN. Yes, sir. In other words, how much of the assets 
are now in savings and loan associations that are held or controlled 
by holding companies? 

Mr. Jonzs. I will have to do some thinking out loud on this, Mr. 
Chairman. We have the Great Western combine, which—I am going 
to have to do some guessing here—I would guess totals about half a 
billion dollars in assets. 

We have the California Financial Corp. which holds only one associa- 
tion, and which I think represents assets of approximately $30 
million—it is quite small. 

Then we have the San Diego-Imperial Corp., which owns, I believe 
three small associations in California—and again this is a rough 
guess, with assets roughly totaling $60 million. 

And two out-of-State associations, the assets of which I don’t 
know. 

Now, those are the holding companies now in existence and operat- 
ing, within my knowledge. 

There is a combine which I understand is underway, promoted by 
the Kidder-Peabody Corp., which would amount to probably $125 
million in assets. I think they have seven or eight associations. 

The other possible holding companies, I believe, are too indefinite 
in their proposed creation, and as far as I am concerned, are merely 
rumors which have come to my attention. I hesitate to label them 
as actually in existence or potentially in existence. I think there is 
one other that I can say will be definitely in existence, and that is a 
holding company holding only the assets of the Mutual Savings & 
Loan of Pasadena, which is about a $110 million company. That is 
a separate holding company only for that association. 

Now I might also say that, although there is a lot of interest in this 
thing, these stock salesmen, promoters, have canvassed the State very 
thoroughly some three or four times, and | think it likely that this 
Kidder-Peabody promotion is probably a combination of all the asso- 
ciations who were willing to come into such a holding company setup. 
Of course, as I say, there is a lot of commitment, because these fellows 
go around and try to get you involved in a holding company organi- 
zation, but I know of a great many of them that have no interest, and 
will not go into such a setup—such as our association and many 
others. 

The CuarrMANn. Has your association been approached by the 
holding company? 

Mr. Jongs. Yes, sir. 
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The CHarrMANn. I think Mr. Hallahan said that, among the stock 
companies, more than 52 percent of the associations were now held or 
in the process of being controlled by holding companies in the State of 
California. Do you think that statement is incorrect? 

Mr. Jonxs. Within my knowledge, there would not be nearly that 
many. Perhaps I might clarify that further. It depends upon what 
you consider to be a holding company. In our mind a holding com- 
pany is one of these large corporate enterprises which distributes 
stock nationwide. 

Now, I have a holding company in my own setup which has been 
long in existence, in which all of the stock is held by the original 
incorporators of the company and by members of my family, and we 
use it as a means of giving stock to our children without giving up the 
voting rights to the stock during our lifetime so that we may retain 
management. 

Now, technically, my association has a holding company, but in 
our way of thinking, that is not what this committee is concerned with. 

The CuHarrMan. We are thinking of the stock promotion enterprises 
which have been organized, out of which great income has resulted to 
the people who have organized it, and which has destroyed the real 
character of the savings and loan associations which has given them 
the respect of the people through the years. 

Don’t you think it has had that effect? 

Mr. Jones. The thing I am most concerned about, sir—I don’t 
think it has had that effect as you state; no. In other words, I think 
the average investor in a savings and loan association has no knowl- 
edge of whether it is held by a holding company, and probably has 
little interest of whether it is held by a holding company, because 
these are not community clubs any longer. They are big institutions, 
and the personal element has largely gone out of these savings and loan 
associations today, whether we like it or not. 

They are not the community clubs they were a few vears ago. 

But the thing I am mostly concerned about is that I believe the 
stock of these holding companies is being subscribed to and pur- 
chased by the public, in large amounts, under a misunderstanding, 
as to what they are buying. They look at the statements and they 
think they are buying assets capable of distribution to stockholders, 
assets owned by stockholders, when actually those assets are subject 
to a tax diminution which is tremendous. I think they are buying 
stock in these holding companies under a misunderstanding as to 
what they are buying. 

The CuarrMan. Then you think the holding companies are engaged 
in fraudulent advertising? 

Mr. Jones. I certainly wouldn’t use that word, sir. I do think 
this 

The CHAarrRMAN. It seems that is the result. 

Mr. Jonus. I do think this. That all they have to do is publish 
a statement of the company, and without a thorough explanation, 
the average investor is completely misled. 

The CHarRMAN. From your definition of a holding company, I 
think there is a great reason to restrain their further expansion. 

Mr. Jones. We agree with you, sir. We just want a few simple 


amendments that will protect our ordinary savings and loan 


associations. 
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The Cuatrman. Now there is nothing in this bill that has any 
effect on mergers of savings and loan associations in the State, that 
are not connected in any way with a holding company. Is that true? 

Mr. Jones. I think that is in error. I think that the bill as pres- 
ently drafted would prevent a nonholding company association from 
being merged with more than one other nonholding company 
association. 

The CuHarrMan. I can’t find any provision that does that. The 
bill would prevent a holding company from merging an independent 
savings and loan association into one of the holding company’s sub- 
sidiary associations. Of course, that would be an acquisition of an- 
other organization by merger. If it is outside of the field of the hold- 
ing company entirely, I don’t see how it would affect that merger at 
all. It is entirely under the State law. 

Mr. Jones. Well, sir, the reason for our opinion is that there is 
nothing in the bill which says that a savings and loan association, 
not in itself being a holding company, and, therefore, if an associa- 
tion merged twice, it would have acquired control of more than one 
savings and loan association. 

The CuarrMan. Well if it is a merger, the result of a merger is 
one association. It has none of the characteristics of a holding 
company. 

Mr. Jones. We feel that the bill is sufficiently indefinite in that 
connection and would require clarification. 

The Cuarrman. I don’t see how. 

Mr. Jones. We could be wrong. This is an opinion of an attorney, 
or several attorneys, but we could be wrong. 

The CuarrMan. I don’t see how it can be. 

Mr. Jonzs. But we feel it should be clarified. 

May I point out, Mr. Chairman, that apparently the bill is intended 
to prevent—and this is one of the things that I think seriously needs 
clarification—would the bill prevent a holding company association 
from merging with a nonholding company association, and on ad 
infinitum? Could a holding company setup be expanded via merger 
of its held companies with other companies? 

The Cuarrman. I think not under this bill. 

Mr. Jongs. You think this bill would prevent that? 

The CuarrMan. As far as I read it, it is limited to a subsidiary of a 
holding company. Now if that is limited to that, there need be no 
further legislation on that subject. 

Mr. Jones. Well our fear is that it would entirely upset the laws 
that now exist concerning mergers of associations and we think that 
would be an unsafe situation. We would like to see the bill clarified 
by putting the amendment we have in, which expressly states that it 
does not affect those mergers. 

The CuarrMan. Now with reference to the control by other means, 
and the acquisition of stock, the acquisition of stock means the owner- 
ship of the stock. There are many ways by which the organization 
could be controlled other than by the ownership of stock. It might 
be a voting trust established. 

There might be stock held in fiduciary or trust capacities. There 
might be many ways, I think, by which the control might be effected, 
other than by actual ownership of stock. Don’t you agree to that? 
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Mr. Jonus. Yes, sir; and I think the phrase “directly or indirectly 
owned or controlled” which is now in the bill adequately covers those 
situations. 

The CuatrMan. We will look into that. 

Mr. Jones. In other words, we do need language, of course, that 
would cover the beneficial ownership or control of stock, which is not 
of record, or is not outright ownership. _ Certainly we need that pro- 
tection in the bill. And the bill only has to say that. It only has to 
say that this pertains to any ownership or control of the voting powers 
of stock directly or indirectly, and I think it does that. I think it is: 
adequate. 

The thing we object to is not safeguards along that line, but this 
thing of saying that if I exercise some kind of influence over you, then 
I am violating the law. Because influence, mental influence, is such 
a vague thing. I mean how in the world are you going to get down to 
the business of determining whether some man or group of men is 
exercising a controlling influence over another group of men, other 
than by the test of stock ownership or control or voting power. 

The CuarrmMan. Well I am willing to agree with you if you will 
exclude mesmerism and hypnotism. 

Mr. Jones. We would like to have that excluded. We have a lot 
of that in California but we don’t want to get it into the savings and 
loan business. 

The CHarrMan. Mr. Brown? 

Mr. Brown. No questions. 

The CuarrMan. Mr. Healey? 

Mr. Heauey. Mr. Jones, I have received a letter from my colleague, 
Mr. Holifield, and I will report back to him that you have made a very 
excellent statement before the committee. 

One question came to mind. Did you say that a holding company 
in California controls a mutual savings and loan association in 
Pasadena? 

Mr. Jones. Well, sir, I can understand your misunderstanding. 
Mutual of Pasadena is a stock company. But the name of it is Mutual 
Savings & Loan of Pasadena, and by a quirk of our laws, a capital 
stock company can use the word ‘‘mutual”’ in its name if it did so prior 
to the time it became a capital stock company. 

In connection with this bill, sir, if | may also digress for a moment 
from my prepared statement, apparently, under this controlling 
influence provision, we could have a holding company for mutuals 
and Federals. That is, this controlling influence provision is entirely 
distinct from the ownership of stock, or even the fact that stock com- 

anies are involved. It controls itself only with this thing of control- 
ing influence over savings and loan associations. Consequently, we 
have the rather unusual situation of a provision which would, con- 
ceivably, permit the establishment, or the determination, that we have 
holding companies for mutual associations. 

Mr. Heatey. That is all. 

The Cuarrman. If there are no further questions, you may stand 
aside, Mr. Jones. We are very glad to have your views and they will 
be considered. 

Mr. Jones. Thank you, sir. 

The CuarrMan. Call the next witness, Mr. Clerk. 
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Mr. Carpon. Mr. J. E. Hoeft, president of the Glendale Savings & 
Loan Association. 

The Cuarrman. Mr. Hoeft. You may proceed. You may pre- 
sent your testimony and then subject yourself to interrogation. 


STATEMENT OF J. E. HOEFT, PRESIDENT, GLENDALE FEDERAL 
SAVINGS & LOAN ASSOCIATION, GLENDALE, CALIF. 


Mr. Hoerr. Thank you very much. It is a pleasure to come back 
here a second time to testify on this bill, as | did 2 years ago. Some 
of my remarks were given at that time, but I think they will bear 
repeating because of the present situation. 

My name is J. E. Hoeft, and I am president of the Glendale Federal 
Savings & Loan Association in Glendale, Calif. I have been in the 
savings and loan business since 1925. 

Two years ago, this committee held hearings on almost the identical 
savings and loan association holding company legislation which you 
now have under consideration. As a result, this committee favorably 
reported and the House of Representatives acted favorably upon such 
legislation. 

The Senate of the United States has also enacted legislation con- 
trolling savings and loan holding companies as a provision in another 
bill. At that time, there were only two principal savings and loan 
holding companies in operation in the United States—these were the 
Great Western Financial Corp. and the First Security Corp. of Utah. 
Despite the small number of such companies, this committee promptly 
and properly recognized the problem. This judgment of 2 years ago 
has been more than amply vindicated by the recent rash of new hold- 
ing companies springing up in the saving and loan business. 

Two new companies now in operation are the California Financial 
Corp. which owns the stock of the Suretv Savings & Loan of San 
Jose, Calif. and the San Diego Imperial Corp. which owns the stock 
of two associations in California, also one in Denver (the Silver 
States Savings & Loan Association) and is now negotiating for the 
acquisition of the capital stock of a savings and loan association in 
Dallas and Corpus Christi, Tex. 

Last week, a permit was granted for the issuance of stock in another 
holding company, namely, the Financial Federation, Inc., which 
owns or will own seven savings and loan associations, scattered from 
from Marysville to San Diego, in California. 

A preliminary prospectus has also been prepared for First Charter 
Financial Corp. involving the American Savings & Loan Association 
of Whittier with 12 offices located in communities of the Greater 
Los Angeles area; Pioneer Investors Savings «& Loan Association 
with 11 offices in northern California including San Jose, Monterey, 
Oakland, and Sacramento; Home Mutual Savings & Loan Association 

of San Francisco with 3 offices in San Francisco; Berkeley Savings 
& Loan Association with 6 offices in or near Berkeley and Oakland 
and the Mutual Savings & Loan Association of Alhambra, with 1 
office in Alhambra, Calif. 

In addition, there are a number of other such holding companies 
in various stages of formation and incorporation. Unless this legisla- 
tion is enacted and enacted promptly, there will be many, many more 
such holding companies formed. Indeed, it is tragic that the legisla- 
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tion of 2 years ago did not become law as it would have prohibited 
all but two of these holding companies. 

The savings and loan business, by statute, tradition, and practice, 
is local in character and in operation and, with certain minor ex- 
ceptions, is insured by the Federal Savings and Loan Insurance 
Corporation. 

By regulation, savings and loan associations cannot lend beyond 
50 miles of their home office. The creation of holding companies, such 
as recently have been formed, is a direct assault on this underlying 
characteristic of our business. 

Moreover, it is a direct assault of the above regulation by an indirect 
corporate device. If the savings and loan business is to become 
statewide in operation—indeed, if it is to cross State boundaries, then 
that change should come directly by statute and not by the device of 
aholding company. If we are to change the character of our business, 
let us do it directly and openly and not indirectly. 

There are undoubtedly areas of economic activity in which properly 
regulated holding companies have an economic function to perform. 
The Congress, for example, in the enactment of bank holding company 
legislation, recognized this. The usual arguments advanced in justi- 
fication of promotion of holding companies, however, are particularly 
ill adapted to the savings and loan business. 

One major argument used to justify holding companies is that such 
holding companies provide expert and skilled management which the 
individual component institutions cannot provide for themselves. 

This argument may be valid for a commercial bank, however, it 
is not valid for a local thrift and home financing institution, the man- 
agement of which can best come from the metropolitan areas or com- 
munities to which it is compelled to confine its lending. 

The economies of size are not available to the component institu- 
tions of the savings and loan business. They are chartered as sep- 
arate institutions and must perform all of the essential functions 
within the corporate framework of those individual institutions, 
hence the holding company cannot contribute to the management or 
efficiency of operation level so far as the savings and loan business is 
concerned. 

Another argument frequently advanced in favor of holding com- 
panies is the argument that such companies can contribute risk capi- 
tal, thereby assisting the component institutions. This has certainly 
not been done by the recently formed holding companies in the savings 
and loan business. 

The capital which has been raised by the public sale of the securities 
of these holding companies has been used for the acquisition of an 
interest in an existing association and not for the purpose of adding 
additional venture capital to that association. 

One illustration of this is the California Financial Corp., recently 
formed for the purpose of acquiring the stock of the Surety Savings 
& Loan Association of San Jose, Calif., previously mentioned. The 
principal owner of capital stock of that association exchanged that 
stock for holding company stock. The net worth of the association’s 
guarantee capital and reserves was slightly under $2% million. 

As a result of this exchange, the primary stockholder of the holding 


‘company held over 339,000 shares of its securities, which was 93 


percent of the total outstanding stock of the holding company. 
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This principal stockholder subsequently sold 100,000 shares of his 
300,000-odd shares at an issued price of $14 a share. The net pro- 
ceeds from this sale of one third of the holding company stock was 
equal to approximately 50 percent of the net worth of the company. 
This was equivalent to an issuing price of double the book value of 
the association. 

By the sale, the selling stockholder obtained net cash proceeds equal 
to about one-half of the net worth of the company and still retained 
two-thirds of the outstanding stock of the holding company. 

I am merely explaining the transaction of this institution and the 
information I have given is contained entirely in the prospectus. 

I have used this merely as an illustration of the fact that a public 
offering of less than one-third of the securities of the holding company’s 
stock produced approximately $1% million in cash, none of which 
went to augment or strengthen the risk capital of the association. 
The underwriter handling the sale of the stock to the public was per- 
mitted to buy 10,000 shares of the capital stock of the company for 
which it paid $2 per share, on which was placed an issuing price of $14 
per share—seven times its cost. 

An examination of the prospectuses of other proposed holding com- 
panies indicates that the pattern of the California Financial Corp. is 
the pattern all are following. In short, by the employment of the 
holding company device in the savings and loan business, we are 
changing radically the basic concept of our business, yet we are not 
receiving any of the possible benefits which the holding company 
device provides for other types of businesses. 

This, however, is not the only problem holding companies present 
to the savings and loan business. Securities of savings and loan hold- 
ing companies are being offered to the public at original issue prices 
equal to two or three times—and sometimes more—the net worth of 
these associations. 

Moreover, the net worth of these associations is composed largely 
of loss reserves and bad debt reserves created not for the benefit of 
the stockholders but for the protection of the public and the Govern- 
ment of the United States, which is, through the governmental instru- 
mentality of the Federal Savings and Loan Insurance Corporation, 
insuring the public’s savings accounts. 

The removal of funds represented in these reserves and making 
them available to the stockholders would require the payment by the 
association of a corporate income tax before such funds can be avail- 
able for distribution. 

If these holding companies are to generate net income sufficient to 
pay dividends, whether in cash or in stock, it must come from net 
earnings of the associations and not from bad debt reserves. It is 
certainly a legitimate question to inquire as from where are the earn- 
ings going to come for the payment of dividends to the holders of the 
holding company’s securities. 

The prospectus of one association says that no cash dividends will 
be paid, but that they will be paid entirely in stock. 

Most, if not all, of the income of the savings and loan associations 
have been going into bad debt or loss reserves and that reserve ratio 
is not excessive for a financial institution engaged in extending 
long-term home mortgage credit. 





ll 


-— 





effi 
tio 
cer 





his 
rO- 
"AS 
Ly. 


ial 
ed 


he 


ne 


ns 


1g 





SAVINGS AND LOAN HOLDING COMPANIES 39 


Payment of earnings on the basis of current issue prices in the light 
of the association’s necessity for adequate reserves can only force the 
management of these associations to reach excessively for income, 
thereby compelling a vigorous effort to develop additional sources of 
income. 

Such pressure on savings and loan management for earnings can 
only mean higher mortgage interest rates, which means the assump- 
tion of additional risks in order to make such necessary income. This 
pressure for earnings to cover not only réserves but also to meet the 
demands of the holding companies for a net profit constitutes one of 
the greatest dangers of the holding company device when used in the 
savings and loan business. 

While the techniques of the new holding companies may be differ- 
ent, there were holding companies in California in the late twenties. 
A recounting of their operations in that period might be helpful to 
this committee in formulating a legislative program to deal with this 
corporate device. 

About 1927, three holding companies developed in California, all of 
them operating on practically an identical pattern. This pattern in- 
volved the purchase of a going, independent, State-chartered, capital 
stock association. The stock ownership of the independent associa- 
tion was held by the holding company. Sometimes a third corpora- 
tion was established to control the holding company itself, this third 
corporation generally being organized and controlled by the original 
promoters. 

In most instances, after the holding company had purchased the 
stock of the independent association, salesmen for the holding com- 
pany were provided with lists of the savings account holders of the 

urchased association and the amount of money these account holders 
ad on deposit in the association. 

These salesmen then approached these individual account holders 
with the objective of selling them stock in the holding company. 
With the information provided as to the financial status of the indi- 
vidual account holder, it became a relatively simple matter for ap- 
proaching the prospective purchaser of the holding company stock. 

The stock sold to the account holder was generally preferred stock 
and the usual price was $25 per share. This preferred stock carried 
a 6-percent rate, with the provision that after the 6 percent was paid 
to the preferred stockholder, common stockholder would be entitled to 
an identical rate, and with the further provision that any additional 
profits over and above the 6 percent paid on each class of stock was 
to be split on a 50-50 basis between the preferred and common stock- 
holders. Unlike the preferred stock, however, the common stock had 
a price of $1. 

The promoters of the holding company were allowed a 20-pcerent 
selling expense by the corporation commissioner of the State of Cali- 
fornia. This 20 percent of the $25 par value for the preferred stock 
teen the promoters with a $5 per share selling cost allowance. 

ith this selling cost allowance, it was generally possible to pay all 
the expenses of the sale of the preferred stock, and, in addition, pro- 
vide funds for the purchase of the common stock at $1 per share. In 
effect, what really happened, therefore, is that capital stock associa- 
tions were purchased by converting savings accounts or investment 
certificates into preferred stock, and, from the sales commissions 
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allowed, control over the purchased association passed into the hands 
of the promoters, who, in effect, made only a small capital investment, 
if any. 

Several million dollars’ worth of stock, within this pattern of opera- 
tion, was sold thereby making possible the purchase of various 2sso- 
ciations. The account holders in the affec ted, independent association 
were generally persons of small means who were unsophisticated so 
far as financial transactions were concerned and who had little, if any, 
understanding of the nature of the stock transaction. 

Undoubtedly some—if not many—considered that they were merely 
transferring their savings from one type of account to another and 
probably some of them at least, never did understand that they were 
in fact buying stock rather than obtaining another type of savings 
account. 

As a result of these operations, in some instances practically the 
entire investment made in the preferred stock was lost because the 
absence of a market provided them little, if any, opportunity to cash 
in their stock for any sum. 

A complete record of the operations of these three holding com- 
panies can be obtained by the committee from the savings and loan 
commissioner of the State of California, as well as the corporation 
commissioner of the State of California. These two State officials can 
certainly provide the committee with greater details which, in the 
course of the years, have slipped my mind. 

The potential use of savings account holders lists as possible pros- 
pects for holding-company securities—in the pattern of the late 
twenties—is an additional danger which, while it is not vet great in 
this decade, is a danger which is a potential threat to the stability of 
the industry. If we get into an area of tight money, there is nothing 
to prevent this d vice of using account holders’ lists from being sed 
for the promotion of other types of business and vou can imagine wihiat 
the result would be. 

To sum up, our business has nothing to ea'n from the holding com- 
pany and everything to lose. 

As you will recall, in the Bank Holding Company Act there was 
some restrictions as to the types of business that bank holding com- 
panies could handle, and, :herefore, they were not allowed to, or they 
were forced to divest themselves of other stocks of other cor porations, 
other than financial institutions. 

To sum up our business has nothing to gain from a holding company, 
and it has everything to lose, and I do mean everything. 

If there are any questions anyone has regarding what I have said, 
I would be very pleased to answer them. 

The Cuarrman. Has there been a very great growth of the assets 
of holding companies in the last few months as ¢ ompared with the past? 
Has there been any acceleration in this activity because of the pro- 
posed legislation? 

Mr. Hosrr. In the last few months, as Mr. Jones testified, there 
have been several of them which have been started. Those which I 
have mentioned, practically all of them, with the exception of the 
Great Western, have been started just in the last few months, and I 
might say that the air is full of rumors of many, many more to be 
started. 
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The CHarrMAN. Don’t you think that activity will be hastened by 
reason of the contemplated legislation? 

Mr. Hoerr. Everybody, I won't say everybody, but many are 
going to get into the act. This is too lush a project to allow it to 
remain until the door is closed. There will be a lot of them. Profits 
are great. 

The Cuairman. After the holding company is organized, the next 
step they take is to go before the Secur ities and Exchange Commission 
to approve an issue of stock? 

Mr. Hoert. Yes, sir. 

The CHArrMAN. And some of them I have noted lately list their 
stock on the New York Stock Exchange. 

Mr. Horrr. Yes, sir. 

The CHArRMAN. Do you know how many are now listed on the 
exchange? 

Mr. Horrr. Only the Great Western Financial Corp., as far as | 
know. The others are handled through the over-the-counter market 
in certain localities at the present time, especially in California. 

The CHAIRMAN. It isa very lucrative field for promotional activity? 

Mr. Hoert. It is the softest touch that I think they have seen for 
many, Many years, and they are going to move into it and they are 
moving into it very, very rapidly. 

The CuarrMAN. And it is going to have the effect of destroving the 
former relationship of the savings and loan association to the local 
community? 

Mr. Hoerr. There is no question about that. There has already 
been considerable publicity regarding savings and loan holding com- 
panies. There have been several articles of this type in the Los 
Angeles papers, and already the word is getting around to people who 
never thought of it before, but who remembered that some member of 
their family had bought holding company stock back in the twenties, 
and they now come in and find out what this thing is all about. Are 
we going to get back to the twenties or is this going to be an honest, 
decent business as it has been transacted for the last several years? 

The CuHarrMAN. Is there much sale of this stock to the public in 
San Francisco? 

Mr. Horerr. Oh, ves, sir. For instance, we talk about the one there 
that sold stock of the California Financial Corp., which came out with 
a stock at $14. The next day it hit $19, and in a few days it was $22 
or $23, and then it dropped back a little bit. 

That was done also with the Great Western Financial, but there 
was not very much of their stock available. They all walked in 
whether they knew anything about it or not, on a purely speculative 
basis. I don’t think very much was sold on the basis of a sound invest- 
ment that they were going to keep for a long time, with the possible 
exception of the Great Western Financial, because that stock went up 
and up—lI forget what the issuing price was, I think around $24—i1t 
went up to $80, and then was split 2 or 2 for 1, and it showed con- 
siderable profit. 

The CuatrMaN. Is your corporation a stock corporation? 

Mr. Hoerr. No, ours is a mutual. Ours is a Federal association. 

The CHarrMAN. They have never made any proposition to you 
because there is no way in which they can get you unless you turn 
into a stock company. 
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Mr. Horrr. Mr. Jones made a statement regarding the so-called 
control provisions of the bill. We Federal associations are pretty 
independent operators. No one is going to work any racket of that 
kind on us. I am quite sure of that. 

The Cuatrman. | think you have rendered a great service to the 
people, and have done it very unselfishly, because you have had the 
interests of the community at heart, you live there, and are a part of 
the people. 

Mr. Horrr. We have to have. 

The Cuarrman. And I would be hopeful that these institutions 
would remain that way. 

Mr. Horr. In talking to a very large number of the owners of 
Guaranty Stock in California, I find many of them have that same 
dedication that we have. Not all of them are interested in holding 
companies. 

I was just going through my testimony in the hearings on the first 
bill, and I think that I can repeat this to you, where I said that— 
All State guarantee stock associations are not interested in holding companies. 
In fact, very, very few. Some of your State guarantee stock associations are held 
by people who are dedicated to the welfare of the business and the welfare of the 
community in which they operate. There are a few, mostly Johnny-come-latelys, 
who have come into our business in the last few years, who are only interested in 
one thing. Not what is going to happen today or tomorrow or next year, but 
what is going to happen this minute, and what profit is there in it for them. 
Generally, mutual-managed associations—and a lot of guaranty stock associations, 
too—have a long-term concept in this business. Immediate profit is not their 
sole thought. It is to dedicate the business to the interests of those people who 
look out for the management beyond their time and for the communities in which 
they are operating. 

State-chartered associations in California have gone on record as generally 
opposed to the holding company concept. I do not believe that we can afford to 
allow this type of thinking to come into our business. While there is only one 
holding company at the present time, I know there are many, because of the great 
profits, who are ready to go into the business, not only in California, but in Texas, 
Ohio, and in a short time in Illinois. It brings into it a type of business manage- 
ment which may be disastrous to our business and to our responsibility to the 
general public. 

And I think that is one thing, the last part of it, that is especially 
of interest to this committee in the matter of protecting the public 
welfare. 

The CuarrMan. Thank you. 

Mr. Hoerrr. That has come true, I think, Mr. Chairman. 

The CHarrmMan. Well, I just want to say that I didn’t mean to 
reflect on the stock companies. Of course, there are many stock com- 
panies that have the high attributes and characteristics of the mutuals, 
but I was talking of those that were willing to turn into stock com- 
panies for the purpose of being absorbed by holding companies. 

Mr. Brown? 

Mr. Brown. Mr. Hoeft, are you in favor of this bill without any 
amendment? 

Mr. Hoerr. Generally speaking, yes, sir. I don’t believe, in the 
slight time that I have had to check into the bill, that I would care to 
make any recommendations because of my superficial knowledge at 
the present time, but generally speaking, I am in favor of the bill. 

Mr. Brown. That is all I have. 

Mr. Hozrr. I think that is the case of most mutual institutions. 

Mr. Spence. Mr. Healey? 








—_—aA- | 


sta 
Gl: 
I 


< 


Im 


as” 
ru] 


ST 





led 
tty 
dat 


the 
phe 
of 


ms 


me 
ng 


rst 


ies. 
eld 
bhe 
ys 

in 
ut 
m, 
ns 
eir 
ho 
ich 


lly 
to 
ne 
at 


re- 


4 


he 


ly 





SAVINGS AND LOAN HOLDING COMPANIES 43 


Mr. Heaury. No questions, Mr. Chairman. 

The CuarrMan. We thank you very much, Mr. Hoeft, for your fme 
statement, and I am sure the committee will consider what you say. 
Glad you have had the opportunity to testify. 

Mr. Horrr. Thank you, Mr. Chairman. 

The CHarrMan. Who is the next witness? 

Mr. Carpon. Mr. Orville Chatt, vice president of the San Diego 
Imperial Corp. 

The Cuatrman. Mr. Chatt, you may identify yourself, and proceed 
as vou desire. You may read your prepared statement without inter- 
ruption and then subject yourself to interrogation. 


STATEMENT OF ORVILLE CHATT, VICE PRESIDENT, SAN DIEGO 
IMPERIAL CORP. 


Mr. Cuartr. Thank you, sir. 

My name is Orville Chatt, and I am vice president of the San Diego 
Imperial Corp., and I wish to thank the chairman and the members of 
this committee for the privilege of appearing before you here this 
morning. 

The San Diego Imperial Corp. is the owner of the majority stock of 
seven savings and loan associations and consequently is opposed to the 
provisions of H.R. 7244. 

Congressman Spence in introducing this bill stated that the acquisi- 
tion by holding companies of stock in savings and loan associations 
would change the character of a local association and that such com- 
panies have no place in the savings and loan field. This theory may 
stem from a belief that the history of holding companies in other 
fields of endeavor has shown a tendency to take rather than to give. 
Without endeavoring to prove the truth or fallacy of this theory, we 
should remember that comparisons are often faulty and in the savings 
and loan field, we most sincerely believe the holding company has 
definitely many things to give and little to take. 

With your permission I will list a few of the advantages to be gained 
by the associations associated with a holding company. In doing so, 
I naturally have in mind the activities of the San Diego Imperial 
Corp., but I am quite sure that the Great Western, the only other 
major holding company in the field, has the same thoughts and 
ambitions. 

In the first place, the holding company has no intention whatever 
of destroying the local character of the individual association. We 
have never changed the management of a local association and have 
always left the internal affairs under the control of the old management. 

The individual association remains a local institution, always loyal 
to its community, to the certificate holders and to its borrowers. We 
do prefer to have one or two of our directors on the local board of 
directors for the reasons hereinafter mentioned. 

But what can a holding company do for the local association? In 
the first place, our holding company has a borrowing capacity of 
millions of dollars, which can be immediately used any time a local 
association for any reason may be in need of funds. This is entirely 
in addition to the benefits of membership in the Home Loan Bank 


System. 
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Twice we have had occasion to assist an individual association. 
In both instances funds increased so rapidly that the earnings of the 
local associations were not sufficient to maintain the necessary reserves, 
and in both instances the parent company simply donated such funds 
as were necessary to the reserves. 

Otherwise, the associations would have been faced with one of two 
alternatives: either to cease accepting further money or to call upon 
the stockholders for individual donations of additional capital funds. 
In case funds were needed for any other reason, the holding company 
could and would simply forward as any other certificate holder, such 
funds as might be required. 

In the second place, by having associations in different localities, 
we are not so subject to changing local conditions. While one section 
may be most prosperous another section may be having a temporary 
so-called recession. Funds may be plentiful in one place and short 
somewhere else. Loans may be greatly in demand here while another 
community may be oversupplied. Along this line I might add that 
we have customers who wish to leave funds in excess of $10,000 but 
who are conscious of the insurance limit of $10,000. These customers 
can be taken care of by spreading their funds among other associations. 

We have found that a very definite contribution may be made to the 
individual association by furnishing expert advice in the investment 
of reserve and excess idle funds in bonds, notes, and bills. Such 
advice usually is not available to the average individual association 
and this is particularly true among the smaller associations. 

It is our belief that audits by outstanding national auditing firms and 
compliance with the requirements of the Securities and Exchange 
Commission give added protection and security to the individual 
associations as well as to their individual customers. 

I have mentioned that it is our policy usually to have one or two 
members of the local board of directors from the parent company. 
This gives the local association the benefit of policy guidance based 
upon a general knowledge of the business in various sections of the 
field. But on the other hand, as I also stated, the local members of 
the board completely control the local management of the association. 
It has been and will continue to be our policy to have the president of 
each association as a member of the board of the parent company. 
This provides a pooling of information and abilities which has proven 
invaluable. Like members of a large family, we are exchanging work 
and machinery among the farms. 

Now may I briefly discuss a matter which to my knowledge has not 
been brought before this committee: the marketability of stock in 
savings and loan associations. You cannot go to your broker or to 
your banker and buy stock in a savings and loan association. There 
is no market whatsoever for individual stock. When a stockholder 
dies, his stock usually can be sold only to some other stockholder, 
which is usually one of the officers of the same association. When so 
sold, the average price received has only been a portion of its book 
value. We believe that the holding company has made a market for 
its stock. 

We now have over 4,000 stockholders, and after the registration of 
our present stock issue, which has been authorized by the Securities 
and Exchange Commission, we will have some 10,000 stockholders. 
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Each of these stockholders is interested financially in the savings 
and loan business and yet each day he knows what the dollar value 
of that interest is. He has the satisfaction of knowing that in case 
of death, his stock has a fixed value and is not subject to the whim or 
desire of another stockholder in a purely locally owned savings and 
loan association. 

In conclusion, we contend there is nothing inherently wrong with 
holding companies. After all, it is a question which can only affect 
some 14 States, as stock companies are recognized only in that number 
of States. If the time ever comes when there is something wrong 
with the operation of holding companies in the savings and loan field, 
they can and should be regulated. But we will always question the 
wisdom of their elimination. 

Now, in addition to my prepared statement, Mr. Chairman, with 
the committee’s permission, I would like to have the record show an 
article from the Los Angeles Times, dated June 14, 1959, which gives 
some rather up-to-date statements with reference to holding companies 
in California, and also with reference to the particular mergers which 
have been effected very recently in that State and as mentioned by 
Mr. Jones. 

I would like to call attention to the fact that the gentleman who 
just preceded me is president of an association which has just merged 
with the Federal Savings & Loan. Association of San Pedro, with 
assets of over $278 million, and I most seriously doubt, in an associa- 
tion or corporation of that size, that there is any of that little personal 
element left that we have had so glowingly described here this morning, 
and which did exist originally, when the first savings and loan associa- 
tions were formed. 

There is another statement in this article which I wish the record 
would show, with reference to holding companies, in which the writer, 
who is the assistant financial editor of the Los Angeles Times, states: 

It should be pointed out, however, that most of the dangers of a repetition of 
the fate of holding companies of the twenties have been removed by deposit 
insurance, the great growth and financial strength of present-day associations, 
and by closer regulation and supervision. 

I wish to thank this committee for the privilege of appearing here 
this morning, as apparently being the only wolf who dared appear, 
and I will most sincerely assure you that if there are any questions 
with reference to this great apparent evil existing in a few States in 
the Union, that I shall be very happy to answer anything that I can. 

The CHatrMan. Well, the wolves and the lambs are equally welcome 
here. We hear everybody. 

Mr. Cuartr. That is the principle of our great country, sir. 

The CuatrMAN. Now, when was your holding company organized? 

Mr. Cuarr. In January 1956. 

The CuarrMan. What is the capital stock of your corporation now? 

Mr. Cuarr. Now? 

The CHatrRMAN. Yes, sir. 

Mr. Cuart. We have 4 million shares, par value $1. 

The CuarrMaNn. 4 million shares. You are issuing some more 
stock now? 

Mr. Cuarr. That includes the stock which has been issued. 

The CuarrMan. Is your stock listed on any exchanges? 

Mr. Cuarrt. It is not. 
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The Cuairman. Don’t you contemplate putting it on some of them? 

Mr. Cuarr. I doubt it very much. And I might add that it is 
my firm opinion, and as informed, that no holding company stock is 
listed on the New York Stock Exchange. 

The CHarrMAN. One witness just testified that the Great Western 
stock is listed. I have seen that statement in the New York Times 
that it is listed, or that they have made application for listing. 

Mr. Cuarr. They may have made application, but it is my infor- 
mation—I may be wrong, I often have been—but I was informed 
that it was not listed on the New York Stock Exchange. 

The CHatrMAN. You were organized in 1956. How have you 
acquired the savings and loan associations which you now control? 
How many did you acquire upon organization, and how many have 
you added since that time? 

Mr. Cuart. In the year 1953, myself and three other friends who 
had retired from active business and were living in the little village 
of La Jolla, in California, with nothing to do, and becoming tired of 

olf and fishing, looked around for some activity that would keep us 
rom getting older too rapidly, and we conceived the idea of startin 
a savings and loan association, which we did in Pacific Beach, Calif. 

It was so tremendously successful—our endeavor—that three of us, 
in November 1956, heard of an association at EK] Centro, Calif., which 
was for sale. We went over and the three of purchased it and paid 
for it individually. 

Riding back from El Centro that day in the car, we wondered what 
we were going to do with it, and one of the three—I know not now 
which—suggested, Why not form a holding company, and turn it in 
with our other association? And we decided so to do, and filed the 
necessary papers with the corporation commissioner of the State 
of California. 

In January 1956 the three of us turned in the stock of the Imperial 
Savings & Loan Association of El Centro, Calif., into the holding 
company, for exactly what we paid for it. Having lost the interest 
on our investment for 2 or 3 months, we turned in the stock of the 
Suburban Savings & Loan Association of Pacific Beach for exactly 
what it was then worth. 

Later on, we heard of an association at Chula Vista, Calif., which 
we subsequently negotiated for and purchased, making us the three 
associations which we then owned in California, and which we 
now own. 

Later, we were contacted by Mr. Gerald Sleshman, president of the 
Silver States Savings & Loan Association of Denver, Colo., and 
at his invitation we went to Denver and made an exchange of stock 
with him whereby we acquired all the stock of the Silver States 
Savings & Loan Association, together with the Silver States Insurance 
Co., and through Mr. Sleshman we became acquainted with John 
Chary, a former examiner from the Federal home loan bank, who was 
the president of the American Savings & Loan Association of Dallas, 
Tex., and at Mr. Chary’s request we went to Dallas, Tex., and pur- 
chased outright for cash all of the stock in his association, and while 
there we became acquainted with the president of the First Savings & 
Loan Association of Corpus Christi, another former examiner for the 
Federal home loan bank, and we now have 97 percent of the stock in 
the First Savings & Loan Association of Corpus Christi in escrow, 
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which will be paid for next week, and we also have the major portion 
of the stock in the Grand Prairie Savings & Loan Association of 
Grand Prairie, Tex., in escrow, and which will be settled for in the 
immediate future. 

The CuarrMan. Do you still own the insurance company? 

Mr. Cuart. We do, sir, together with another insurance company 
in southern California, and several escrow companies. 

The CuarrMAN. And you have done all that since 1956? 

Mr. Cuartt. We have, sir. 

The CuarrMAN. That is a pretty good record, I should think. 

Mr. Cuarr. We feel that it is, and we are all 10 years younger by 
reason of doing it, sir. 

The CuarrMAn. A good record for activity, at any rate. Don’t 
you think now that this will stimulate the activity of holding com- 
panies in order to acquire more savings and loan associations in antici- 
pation of the enactment of the bill? 

Mr. Cuarr. I think, Mr. Chairman, that the conversation preceding 
the introduction of this bill, and the introduction of the bill, has 
stimulated activity among other interests in the State of California 
in the holding company field. 

The CuairMAn. Well your corporation is now active, is it not? 

Mr. Cuarr. I beg your pardon, sir. 

The CuairMan. Isn’t your corporation active now in trying to en- 
large your holdings—your control? 

Mr. Cuarr. Our corporation anticipates and hopes to acquire two 
or three other associations in the State of Texas. We have no plans 
for further acquisitions in the State of California. 

The CuarrMANn. Do you intend to. acquire any other corporations 
other than savings and loan associations? 

Mr. Cuatr. We do, sir. 

The CuarrMan. Is that confidential? Do you mind telling us what 
you are contemplating? 

Mr. Cuarr. Our corporation, the policy committee, would like 
very much, sir, to be in the insurance fk ald. 

The CHatRMAN. Have you in contemplation the acquisition of in- 
surance companies? 

Mr. Cuart. Probably not in the plural, sir, but we would like to 
have one good one. 

The CHarrMan. What was the capitalization of the savings and 
loan associations you acquired? 

Mr, Cuarrt. I could give that to the record by looking at my notes, 
particularly, or if the question is directed to a general, overall state- 
ment, I will be happy to comply with either. 

The CuarrMan. Did some of the associations you acquired convert 
from mutual associations to stock associations? 

Mr. Cuarr. Two of the associations we now own at one time were 
Federal savings and loan associations, but that has been many years 
past, 

The CuHarrMAN. But they are all stock associations? 

Mr. Cuarr. They are all stock companies, and, of course, they are 
the only savings and loan associations which could possibly sell any 
of their stock. 

The CuHarrMan. Yes, sir. I realize that. But you don’t want any 
‘part of this bill, then? You don’t want any restraint? 
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Mr. Cuarrt. I see no reason, sir, why the so-called free enterprise 
that we talk about at home and abroad should be just talked about 
and not lived up to, and I fear, personally, if I may express the opinion, 
that the restriction on individual enterprise, as here indicated, may 
well be just a further extension of the socialistic tendencies which are 
becoming more apparent throughout our land. 

The CuHarrMan. I don’t believe in restrieting individual enterprise 
in any way, except for the public welfare. It is perfectly justifiable 
to restrict it if you think by restricting it you are protecting the public 
and enhancing its best interests. 

Now in the 1920’s, the record of the holding companies was not 
very good, was it? 

Mr. Cuarrt. Correct, sir. 

The Cuarrman. Could not the same tendency take possession of 
us again? Might not the holding companies then have certain powers 
which they could disuse? 

Mr. Cuarr. I think the situation existing now is vastly different 
from what it was in the twenties. The savings and loan field is 
probably under just as strict, and I sometimes think, more strict, 
control, than the banking industry. We have not only the State, 
but we have the Federal home loan bank. We make our reports to 
the Securities and Exchange Commission. We are regulated here, 
there, and everywhere. 

Now, if this was a question of endeavoring to protect the public 
from making bad investments, we might go into a long and detailed 
discussion and argument, but I take it that is not the question before 
this committee or the reason for this bill. 

Now if there is a known reason why a holding company of savings 
and loan associations could in any manner or means in the world be 
detrimental to the savings and loan industry, I would love to be 
informed. 

The CuarrmMan. Well if the holding company is guilty of abuses 
that reflect on a savings and loan institution, is their strength not in 
the fact that in the past the savings and loan associations have had 
the affection of the people? 

Now the holding company has gone into a field where there might 
be great abuses, and I think there have been. It has been a lucrative 
field. Men have made many, many millions by the organization of 
these corporations. And it is open to the same abuses unless by law 
we prevent them. That is my opinion. 

I don’t say they are all guilty of committing crime, but I do say 
that the field is open to abuses that ought to be restrained, and if 
they are not restrained, if the holding companies get into disrepute 
as they did once, it will not only reflect upon them, but it would be 
very disastrous to the savings and loan associations who have here- 
tofore had special privileges because of the relationship with the people. 

Mr. Cuart. I take it, Mr. Chairman, that should the operation of 
any savings and loan association, owned by a holding company, or 
individually owned, commit any act contrary to law, or contrary to 
the solvency of that association, that such act would be immediately 
discovered by the State or the home loan bank examiners. 

And I might add, with justifiable pride, I believe that our reserves 
are far above the average, of not only State, but Federal associations. 
And it is our intention to keep them so, and I might add that it is our 
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intention and our published intention to the world, that we intend to 
pay no dividend whatsoever on our stock, and that statement: is 
contained in our prospectus. 

The CuHarrMan. I wasn’t referring to the administration of the 
separate savings and loan associations, I was referring to the conduct 
that might take place with reference to the holding companies. They 
have a responsibility, too. 

Mr. Cuarrt. Indeed they do, sir. 

The CuarrMan. Indeed they do. They have a responsibility to see 
that the public is protected from information which they have and 
the public has not. And I think that has been misused in a good 
many ways to the detriment of the individual. Anyhow, we will give 
consideration to your views when we go into executive session. 

Mr. Cuatr. May I add one comment, sir? It has never been my 
privilege to have been a legislator, but it has been my general thought 
that Congress was not interested in anticipating crimes or abuses, or 
legislating against possibilities. 

The CHArrRMAN. There is always the presumption of interests. 

Mr. Cuarrt. I want to thank you, Mr. Chairman, for your kindness 
and patience in listening to me. 

The CHarrMAN. Well, you may stand aside. Thank you very much 
for your views. 

Without objection, I would like to place in the record an article 
from the New York Times, of June 14, 1955, entitled “Savings Sys- 
tems Rush Three Offerings—Holding Companies Acting As Congress 
Mulls Bill.” 


[From the New York Times, Sunday, June 14, 1959] 


Savines Systems RusH THREE Orrertincs—Ho.upinc CompanrEs ACTING AS 
ConcrREss Mutts BILL 


A rush is on to bring to market the shares of savings and loan holding com- 
anies. 
, Within 2 weeks of the revival in Congress of a bill to limit the creation and 
expansion of such concerns, registration statements covering proposed public 
offerings of three savings and loan holding companies were filed with the Secu- 
rities and Exchange Commission. 

An offering by Kidder, Peabody & Co. of an undetermined number of shares 
of Financial Federation, Inc., a Delaware holding company incorporated in March, 
was registered. The company owns eight California stockholder-owned savings 
and loan associations with assets of more than $175 million. It seeks public 
financing for working capital and to repay a $4,200,000 bank loan incurred to 
acquire a subsidiary. 

White, Weld & Co. and J. A. Hogle & Co. joint offering of 1,400,000 shares 
of San Diego Imperial Corp., a California holding company set up in 1956, was 
registered. The company controls five savings and loan associations, three in 
California and one each in California and Texas, a California escrow company 
and a Colorado insurance agency. It proposes to acquire two additional Texas 
savings and loan associations. 

A joint offering by Goldman, Sachs & Co. and William Blair & Co. of 387,300 
of the shares of Westco Financial Corp., a Delaware holding company incorporated 
in March, was registered. It owns one California savings and loan association 
and may acquire others. It seeks public financing to permit present owners to 
sell part of their holdings. 

The bill before Congress was reintroduced by Representative Brent Spence, 
Democrat of Kentucky, chairman of the House Banking and Currency Committee. 
It would deny Federal insurance of savings accounts to associations newly acquired 
by holding companies and to existing subsidiary associations controlled by holdin 
companies making new acquisitions. A holding company, under the bill, is defined 


.asa sompeny, holding 10 percent or more of the guarantee or permanent stock of 


stockholder-owned associations. 
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The bill is identical to one passed by the House but not by the Senate at the last 
session of Congress. Similar provisions were included in the Financial Institutions 
Act passed last year by the Senate. The two Houses, however, failed to get 
together to work out a bill acceptable to both. No Senate counterpart to the 
Spence bill has been introduced in the current session. 

Stockholder-owned savings and loan associations are permitted by law in 11 
Western and Midwestern States but operate chiefly in 5. Of the 6,000 savings 
and loan associations in the country only about 500 are stockholder owned. The 
remainder are mutually owned. That is, each holder of a savings account is 
entitled to one vote in the election of management, regardless of the size of his 
holdings. 

Both stockholder-owned and mutually owned savings and loan associations 
have grown rapidly in recent years. The intended merger announced last. week 
of the Standard Federal Savings & Loan Association into California Federal 
Savings & Loan Association would create a new mutual thrift institution with 
resources in excess of $500 million—the largest federally chartered savings and 
loan association in the country. 

Because most are mutually owned, the savings and loan associations—like the 
savings banks—were exempt from Federal taxation until 1952. Since then they 
have been permitted to channel earnings tax free into their capital funds (general 
reserves) until these reached 12 percent of savings deposits or shares. 


PRIVILEGE IS EXTENDED 


The tax privilege of the mutuals was extended automatically to stockholder- 
owned savings and loan associations. So long as retained earnings were kept 
as reserves, they were not taxed. Stockholders benefited from the leverage on 
what in effect was Government-supplied capital. 

The book value of the eight associations owned by Financial Federation, Inc., 
for instance, jumped from $1,169,575 in 1950 to $12,013,944 at the end of last 
February. In the 5 most recent years, 1954 to 1958, the eight associations 
earned $8,684,747 before Federal income taxes. They paid $374,229 in such taxes. 

Recently, commercial banks have attempted to force congressional reconsidera- 
tion of the tax status of the mutuals. With their position threatened, the mutual 
savings and loan associations have responded by stepping up their efforts to 
halt the expansion of savings and loan holding companies. 


The CuatrMan. Also, to be included in the record, without objec- 
tion, a statement from the savings and loan commissioner of California, 
Mr. Frank J. Mackin, and a statement from Mr. John F. Marten, of 
Los Angeles. 


(The statements referred to above are as follows:) 


STATEMENT OF FRANK J. Mackin, SAVINGS AND LOAN COMMISSIONER OF 
CALIFORNIA, Pertarntine To H.R. 7244 


Mr. Chairman and members of the committee, my name is Frank J. Mackin. 
I reside in Los Angeles, Calif. I have been the savings and loan commissioner of 
the State of California since January 5, 1959. I am an attorney at law, was 
admitted to practice in the State of California in 1928, engaged in the private 
practice of law in San Francisco and in Los Angeles until January 1951, when I 
was appointed an assistant attorney general of the State of California by the then 
attorney general, Edmund G. Brown, now Governor of the State of California. 
I served as assistant attorney general in charge of the Los Angeles office from 1952 
until August 1958, when I was appointed chief deputy attorney general of the 
State of California. 

As savings and loan commissioner of the State of California I endorse the 
principles of H.R. 7244, urge its speedy adoption, and present the following facts 
and comments: 

California leads the Nation in total assets of its savings and loan associations. 
Gross assets of State-licensed associations as of December 31, 1958, amounted to 
$4,038,705,054, an increase over 1957 of $718,549,345, a 21.8 percent increase. 
Assets in the past 5 years increased more than $2.7 billion, a 220.1 percent increase. 
In the first quarter of 1959 assets increased $246 million, of which $183 million 
was in southern California. 

At the close of 1958, California had 172 State-licensed associations with 121 
branches, a total of 293 State savings and loan facilities. Several new associations 
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and branches of existing associations heretofore approved, but not yet licensed and 
opened, will be licensed and opened throughout the year, 'so that at the close of 
1959 it is expected there will be approximately 180 savings and loan associations 
and at least 137 branches operating in California, a total of approximately 317 
State-licensed savings and loan facilities. Fourteen of these associations are 
mutuals, the balance are stock companies; 161 associations have insurance of 
accounts; 13 are not insured. 

California leads the Nation not only in savings and loan assets but also in 
savings and loan association holding companies. Here are the statistics and 
present information on holding companies in California. Ten holding companies 
now oWn, or propose to acquire, the guarantee stock of approximately 33 Cal- 
ifornia savings and loan associations having a total of approximately 96 offices 
throughout California. A list of these holding companies, their subsidiaries, 
or proposed subsidiaries, together with assets of each and number of offices, is 
attached hereto. Attached also are newspaper clippings from the Los Angeles 

Mirror of June 11 and June 12, 1959. (The June 12 article refers to savings 
and loan holding companies’ stock offerings.) 

The articles of incorporation of these holding companies generally provide, 
among other things, that they may buy, sell, and hold stock of one or more savings 
and loan associations, carry on general insurance agency and insurance business, 
carry on real estate and escrow business, borrow and lend money, buy and sell 
personal property, buy businesses and organize subsidiary companies, participate 
in joint ventures, partnerships, and other types of organizations. 

Just this morning I have been advised by Prank J. Healey, corporation com- 
missioner of the State of Oregon, that two of the holding companies owning 
stock of California savings and loan associations have applied for permits in the 
State of Oregon to sell and issue securities. One of these holding companies 
owns the stock of California savings and loan associations and associations in 
two or three other States, an investment company in California, and an insurance 
agency either in California or in a neighboring State. 

In addition to the holding company activity in California there has been an 
intense, enthusiastic, and widespread interest by various individuals and groups 
in the acquisition of the controlled stock of savings and loan associations. Over- 
tures are being made daily to associations throughout the State and their stock- 
holders for acquisition of the guarantee stock of the associations. Several savings 
and loan associations, some of them the oldest in the State, have changed owner- 
ship in what appears to be a preliminary moye to the establishment of additional 
holding companies. A few days ago a representative of a Middle West manu- 
facturing corporation, with offices in Los Angeles, informed me that his corpora- 
tion was considering the acquisition of the stock of a California savings and 
loan association. A month or so ago a doorjamb distributing firm in Los Angeles 
wrote to a Federal savings and loan association in San Franciseo as follows: ‘‘We 
represent a group of businessmen interested in buying two savings and loan 
companies. One is with a maximum value of $1 million and the other is without 
any limitation. If you are interested in selling your business, please write us at 
the above address.”’ A photostatic copy of this letter is attached hereto. 

In the main, California has one of the best and most comprehensive State 
laws governing savings and loan associations. Many of these provisions can be 
successfully evaded by the use of the holding company device. This is the area of 
our major concern. 

Recent activities of holding companies in California have assumed enormous 
proportions. The size and scope of these operations have reached such a point as 
to constitute a major change in the character of the savings and loan business. 
The alleged benefits of such holding companies are meager and are far outweighed 
by the underlying fact that holding companies destroy the basic concept of the 
savings and loan business as a local thrift and home financing operation. At 

resent many of these holding companies are being organized in the State of 
= wamme ay It is impossible for the State of California, either through the office 
for which I have statutory responsibility or the office of the corporation eom- 
missioner of the State, to stop or even impede the rapid spread of holding com- 
panies over State associations. As the savings and loan commissioner of the State 
of California, I, therefore, earnestly request the Congress of the United States to 
enact legislation embodying provisions of this bill, for the problem is beyond the 
jurisdiction of the State, national in its scope, and can result only in a basic 
revision in both the publie’s conception of and the operations of the savings and 

loan business. 
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I appreciate and thank the chairman and the committee for the opportunity to 


present to the committee my views on this subject. 
Dated: June 16, 1959. 


Savings and loan association holding companies, California, June 1959 












































Assets Num- 
Mar. 31, 1959| ber of 
offices 
Great Western Financial Corp., 8 Delaware corporation, incorporated June 22. 
1955, listed on American Stock Exchange (see annual report 1958 attached 
hereto) owns guarantee stock: 
Great Western Savings & Loan Association, Los Angeles, Calif.............-- $275, 592, 887 7 
Bakersfield Savings & Loan Association, Bakersfield, Calif...........---.---- 42, 233, 3 
Santa Ana Savings and Loan Association, Santa Ana, Calif. 938, 1 
Guaranty Savings & BS pe Association, San Jose, Calif... _._- 57, 360, 511 6 
West Coast Savings & Loan Association, Sacramento, Calif. 25, 279, 883 2 
Central Savings & Loan Association, San Luis Obispo, Calif. - 16, 960, 743 1 
© BRPODIRUIGES WIE BD OU GUE iain 5 nnd cers n-ne sn cece cco -cnceccusen- 461, 366, 321 20 
Also owns 31 escrow companies in Los Angeles. Minority interest in Pacific 
Coast Title Co. 
San Diego Imperial Corp., a California corporation, incorporated November 1956 
_ * mesposamaees prospectus dated May 15, 1959, attached hereto) owns guarantee 
Suburban Savings & Loan Association, San Diego, Calif...........2...--.-.-- 14, 418, 276 2 
Imperial Savings & 9 Association, E] Centro, Calif._...... ....-.--.....- 6, 736, 863 1 
Southland Savings & Loan Association, La Mesa, Calif. (minority interest)..| 18, 179, 143 3 
Silver State Savings & Loan Association, Denver, Colo....._..........-.--.-- § 572 1 
American Savings & Loan Association, Dallas, SLT ee er peegan eigen 10, 833, 696 1 
First Savings & Loan Association, Corpus Christi, Tex. (under option)-_...--. 46, 237, 395 1 
eee We Pani en hse le ied ce eee 127, 299, 945 9 
California Financial Corp., a Delaware ration, incorporated December 1958 
see prospectus yy Booey Mar. 25, 1959, attached hereto) owns stock: 
oer Savings & Loan Association, SE aR SLE Ree. 29, 370, 358 5 
1 association with 5 offices 
Articles of incorporation state that stock of other associations will be 
acquired. 
Trans-Coast Bar eenent Corp., a California corporation, incorporated Dec. 22, 
1958, to acquire guarantee stock of— 
Van Nuys viens og & SP mange Association, Van Nuys, Calif................--.-- 76, 917, 118 2 
Oxnard Savings & Loan Association, Oxnard, Calif._...............-.-.....-. 15, 411, 212 1 
Santa Maria Savings & Loan Association, Santa PEER, COMB isons sccccnns 15, 101, 258 1 
3 associations with 4 offices............-..-.-.-..--------------------2---e-- 107, 429, 588 4 
Financial Federation, Inc. (formerly Investment Co. of California), a Delaware 
or on, incorporated Mar. 11, 1959 (see registration statement, Securities 
. - gpg ommission, and agreement among underwriters attached 
wns neetry ad stock: 
Atlantic Savings & Loan Association, Los Angeles, Calif................-. 28, 307, 927 1 
About to acquire 
Coachella V: ee ena & —. Association, Palm Springs, Calif. ...... 291, 091 2 
prey mf Say & Loan Association, Com —, alif 3 
Lassen Savings & Pmayrn ene Chico, Calif........... 1 
Midvalley Savings & Loan Association, Marysville es 3 
Palomar Sav & Loan Association, Escondido, Calif.__.....- 1 
Prudential Sav & Loan Association, San Gutiriel ¢ RINE dates tthe 41, 016, 155 1 
Sequoia Savings & Loan Association, Fresno, Calif.................-.--.- E 2 
ID SVINEE DO ONON ire cca centipncvabensninnscanebimanent 151, 312, 503 14 
Wesco Financial C a Delaware whey Nee ony el incorporated Mar. 23, 1959, to 
acquire guarantee yin hy of Mutual Savings &Loan Association , Pasadena, Calif... 135, 164, 436 3 
1 association with 3 offices. 
pages =a Financial Corp., a Delaware corporation, inco: ted Mar. 30, 1959, to 
acquire stock of Empire Savings & Loan Association, Pacoima, Calif. ....._.._. 14, 114, 289 2 
1 association —- 2 offices. 
Pacific Bond & Insurance Agency, general insurance agency and Srokernmn. 
rece de Samuel Oschin, majority stockholder of Renpire Savings & Loan 
Association. 
Hawthorne Financial Corp., a Delaware corporation, incorporated Apr. 28, 1959 
to acquire tee stock of Hawthorne covines & Loan Association, "Haw- 
I oS ae ee binhinnageacentoapiecsinoone 25, 537, 138 1 
ytton Financial ones +t nm, organized Jan. 26, 1959 ,to acquire 
peprocerperntion, an. 
guarantee stock o' aoe tere e n Association, Canoga Park, Calif..... 23, 472, 215 2 


pee bg 3 offices. 
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Savings and loan association holding companies, California, June 1959—-Continued 














Assets Num- 

Mar. 31, 1959| ber of 

offices 

First Charter Financial Corp.: 

American Savings & Loan Association, Whittier, Calif. ............-.-.--.-.-- $189, 547, 227 12 
Pioneer Investors Savings & Loan Association, San Jose, Calif.............--- 150, 633, 106 13 
Home Mutual Savings & Loan Association, San Francisco, Calif.-.....-..--- 71, 828, 181 4 
Berkeley Savings & Loan Association, Berkeley, Calif..._....-...-.----.------ 51, 659, 743 6 
Mutual Savings & Loan Association of Alhambra, Alhambra, Calif. ......--- 9, 938, 950 1 
§ ansociations with 36 offhoee; 2. sun dda si odtime See nncetiewemncancswasad 473, 607, 207 36 
See preliminary prospectus dated June 11, 1959 attached hereto--........--- 1, 576, 981, 927 96 











AMERICAN DISTRIBUTORS, 
Los Angeles, Calif, May 6, 1959. 
CivizENs FepERAL Savines & Loan AssocraTION, 
San Francisco, Calif. 
GENTLEMEN: We represent a group of businessmen interested in buying two 
savings and loan companies. 
One is with a maximum valuation of $1 million, and the other is without any 
limitation. 
If you are interested in selling your business, please write us at the above 
address. 
Very truly yours, 
Peter Morcan. 


[From the Los Angeles (Calif.) Mirror News, June 12, 1959] 


BULLETIN BoarpD 


First Charter Financial Corp. registered with the SEC the proposed sale of 
3 million shares of common stock, being sold by 8. Mark Taper and the estate of 
the late Mrs. Taper. 

Taper is president of American Savings & Loan Association, Whittier. East- 
man Dillon, Union Securities & Co. and William R. Staats & Co. are named as 
managing underwriters of the issue. First Charter is a holding company here with 
operating subsidiaries principally in the savings-loan field. 


[From the Los Angeles (Calif.) Mirror News, June 11, 1959] 
STANDARD FEDERAL Savines & Loan MeErGEs WiTH CALIFORNIA FEDERAL 
(First of two parts) 


(By Arelo Sederberg, staff business writer) 


+ dat have been popping quite rapidly here in the expanding savings and loan 
industry. 

Topping them all was today’s announcement of a merger between California 
Federal Savings Association and Standard Federal Savings & Loan Association, 
creating a $500 million enterprise. 

The new association, which comes into being July 1, will be the second largest 
in the world, nudging close to Home Savings & Loan Association, which has assets 
of some $600 million. 

J. Howard Edgerton, California Federal president, will become president and 
chief executive officer of the new association, and George M. Eason, president of 
Standard Federal, will become chairman of the board. 

The name California Federal was retained for the merged association, Eason 
explains, because there are several “Standard Federals” in existence around the 
country. There is only one California Federal. ‘‘And where is there a better 
name than ‘California’ in California?” Edgerton adds. 
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LARGEST FEDERAL 


While second to Home among all associations, the new California Federal will 
be the largest federally chartered savings and loan in the country. 

The announcement follows last week’s merger between Glendale Federal and 
First Federal of San Pedro, which created a $278 million unit, so a speculative 
question arises: Has a merger trend begun in the industry, following the rash of 
recent consolidations in the banking business? 

Edgerton thinks not. 

The fact that the two mergers came close to each other is a coincidence, he says, 
and does not signal the beginning of a merger rush. There is a lot of work con- 
nected with a savings-loan merger, he points out, and the associations and their 
personnel must complement each other, just as in an industrial merger. 


LIKE JACK AND JILL 


Cal Federal and Standard Federal fit together like Jack and Jill. 

While Standard Federal had operated from a single downtown location, Califor- 
nia Federal had developed an office network in outlying communities with head 
offices on the Wilshire Miracle Mile. Thus, the merged association has both a 
downtown facility (where the headquarters will be) and suburban offices. Also, 
the two associations are not competitive in loans or savings, Edgerton points out, 

California Federal, Edgerton says, will continue to look for expansion through 
branch offices. 

HOLDING COMPANIES 


Another recent development in the savings and loan industry, also certainly a 
significant one, is the rapid formation of savings-loan holding companies. 

These are stock companies. They are publicly held, or are becoming publicly 
held. At least five are in active existence in California. 

All federally chartered savings and loan associations, and the great majority 
of all associations (some 90 percent) are mutual, or owned by the people who 
deposit money in them, just as mutual insurance companies (the big ones— 
Metropolitan, Prudential, New York Life, Equitable) are owned by their 
policyholders. 

PUBLICLY HELD 


Since depositors in mutual associations are shareholders, such associations in a 
theoretical sense are publicly held. 

The approximately 6,500 associations in the United States at the end of 1958 
breakdown as follows: 


State-chartered mutual associations___.__-.._....-.-.---.---.--_---- 4, 000 
Federal-chartered mutual associations_._...................-...------ 2, 075 
State-chartered stock associations___......_._.....-_-----.__---------- 425 


About 150 stock associations are currently in operation in California. This 
does not mean stock is available to the public in this many associations. Most 
are closely held or held by management. Equity is represented by guarantee 
stock. 

But, with the formation of holding companies, more and more associations are 
becoming widely held through publie stock offerings. 

(Tomorrow: More on savings and loan holding companies. A rundown on 
those in operation and those upcoming, and the status of a proposed Federal law 
that could slow their expansion.) 


[From the Los Angeles (Calif.) Mirror News, June 12, 1959] 


Savines-Loan Hoxipinc Companies OFrrer Stock 
(Last of two parts) 
(By Arelo Sederberg, staff business writer) 


You can choose from among several companies now if you’re interested in 
buying stock in the burgeoning savings and loan industry. And chances are 
excellent the selection will be even wider in the near future. 

This is a new development. Within the last few months several savings-loan 
holding companies have been formed. All offer shares to the public. Previously, 
only a very limited number of savings and loans offered stock. 
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“It appears the industry is following the pattern of banking, which went to 
the public years ago,” comments an official of a local stock brokerage firm. 


ill Not all savings and loan officers agree. 
nd MUTUAL ASSOCIATIONS 
The majority of associations (90 percent nationwide), they explain, are mutual. 


They are owned by the people who deposit money in them. To offer stock they 
have to obtain governmental approval to switch from mutual to a stock company. 
This is a slow process. Too, most savings and loan officials are quite content with 


a. a mutual status. 


eir 


Of course, there are many existing stock savings and loans in California. 
About’ 150 associations with assets of $3.9 billion are State-chartered guarantee 
stock concerns. Some 75 with assets of $3.3 billion are mutuals, either State or 
Federal chartered. All Federal-chartered associations are mutual. 

The stock associations, of course, are not all publicly held. In most cases the 
guarantee stock representing equity ownership is management-held. But the 
or- road to public ownership is a relatively easy one and it’s being taken in several 
ad cases through the formation of holding companies, which own all or part of one 
1a or many associations. 


eR 





























sO, | PUBLIC ISSUES 
“ “Every brokerage house would like to have a savings-loan issue to sell,’’ com- 
8 | ments a local savings and loan officer. 
The issues are easy to merchandise, agrees a brokerage official, because savings 
| and loan stock offers are something new. This attracts investors. Too, savings 
y a and loans have a tax hedgé. Under Federal law they’re permitted to place "neat 
| tax earnings into reserves until they equal 12 percent of savings accounts. on- 
ely sequently, associations pay little or no Federal tax. 
| Another reason is the growth of the industry: 
ity 
‘ho Total assets 
ge | [Billions] 
eir 
Year end United California Year end United California 
States States 
na | 
TE Pie es stacinis $51.3 9 FM ek. $23.5 $2.6 
58 1957 - 44.4 COE Mia tttnesds saprinnss 19.6 2.1 
ge RR ne 39.3 A 1b Cee wéb dinates eoudbhe 16,2 1.6 
1985 SFG RE ES 34. 1 4 1 Aiba eee thst 13.6 1.4 
oo... :. c 
)75 
425 This is a 1950-58 gain of 275 percent nationally and 404 percent in California. 
‘his | The figures include only federally insured associations. The Federal Savings & 
ost | Loan Insurance Corp. insures ($10,000 per account) the great majority of all 


tee | associations. 
GROWTH TO CONTINUE 


tg Most savings and loan managers agree the growth will continue. Some predict 


assets will twice double to $200 billion nationally within 10 years. Total is about 
Line $55 billion today. 

Legislation recently has been introduced in Congress to limit the expansion of 
savings and loan holding companies. Brent Spence, chairman of the House 
Banking Committee, has proposed a bill to step companies from acquiring a 
controlling interest in more than one association. It would not prevent expansion 
| through branch offices. 

The legislation is similar to bills defeated previously. 

Reasoning behind such a law is preservation of the local character of the savings 
and loan business, says Spence. It’s feared associations would come under control 
of financial interests more concerned with stock promotion that “serving the needs 
of the community.” 

\ What companies in the savings and loan field offer public stock? ‘ 

1. Great Western Financial Corp. Largest of savings and loan holding com- 

panies, it owns six associations in California with total assets of about $500 million. 
cally it owns Great. Western Savings & Loan Association. It also controls 27 

escrow companies, in operation since 1955, its stock is listed on the American 

Exchange ($43). Earnings are rising rapidly this year. 
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2. San Diego Imperial Corp. Trades over-the-counter, principally in San 
Diego. Owns 100 percent of three California associations with total assets of 
some $20 million. Incorporated in 1956. 

3. California Financial-Corp. William R. Staats & Co. offered 100,000 shares 
($1 par) at $14 recently. Price bounced to $22. Owns Surety Savings & Loan 
Association, San Jose (assets of about $30 million). Plans to operate an in- 
surance agency to make fire and other insurance available to borrowers. Is 
“looking at’’ other associations to buy. 

4. Wesco Financial Corp. Stock coming out soon through Goldman, Sachs & 
Co. (Chicago) and William Blair & Co. (New York). Owns Mutual Savings & 
Loan Association of Pasadena ($134 million assets on March 31 this year). Mutual, 
despite name, is a stock association. 

5. Financial Federation, Inc. Owns eight California associations, including 
three in Los Angeles County (Atlantic, Community, and Prudential of San 
Gabriel), with total assets of about $150 million. Stock coming out through 
Kidder, Peabody & Co. here. 

If you want to reach far out, another way to participate in the savings and loan 
business is through Sears, Roebuck & Co., which owns Allstate Insurance Co., 
which has bought a 50-percent interest in Commonwealth Savings & Loan of 
North Hollywood (assets at year end: $36.3 million). The purchase was made as 
an investment, an Allstate official explains, and there’s a possibility the company 
may be looking around for more savings and loans. 





Stare or CALIFORNIA, 
Division oF Savines anp Loan, 
Los Angeles, May 15, 1959. 
Hon. Brent SPENCE, 
Chairman, Committee on Banking and Currency, 
House of Representatives, 
House Office Building, Washington, D.C. 


Dear Mr. CuarrMan: During the past several months since my appointment 
to the position of savings and loan commissioner of California, it has come to my 
attention and I have been impressed by the fact that several new holding com- 
panies have been formed, or are in the — of being formed, for the stated 
purpose of acquiring guarantee stock of California savings and loan associations 
and for other purposes mentioned in their articles. 

I have been informed that during the first session of the 85th Congress you in- 
troduced H.R. 4135, a bill ‘to promote and preserve local management of savings 
and loan associations by protecting them against encroachment by holding com- 
panies,’’ which passed the House of Representatives unanimously in 1957 and 
which also passed the Senate as a part of the Financial Institutions Act of 1957. 
It is my understanding that you contemplate introducing similar legislation in this 
session of Congress. 

In view of your interest in this subject, I am taking the liberty of giving you the 
highlights on some of the increased holding company activity in California in 
recent months. I have heard it said that there are at least a dozen savings and 
loan holding companies in existence or in the process of formation. However, at 
this time I have information on only eight such companies. Two of these com- 

anies were formed about 3 or 4 years ago. I note that one of them, the Great 
eakerd Financial Corp., is referred to in the report of hearings on H.R. 4135 
before the House Committee on Banking and Currency, February 20-21, 1957. 
Enclosed herewith is a copy of the annual report of Great Western Financial 
Corp. for 1958. The local press recently reported that this corporation has 
acquired the guarantee stock of another California savings and loan association. 
nclosed herewith also is a prospectus dated March 25, 1959, regarding shares of 
California Financial Corp., a Delaware corporation. 

At least six other holding companies have been formed within the past 6 
months and have acquired, or are in the process of acquiring, the guarantee stock 
of one or more savings and loan associations. These corporations under their 
articles are organized for the purpose of acquiring, buying, and selling, holding 
stock and securities, particularly the stock of either one savings and loan asso- 
ciation with authority to acquire the stock of others, or specifically to acquire 
the stock of several savings and loan associations. Included in their corporate 
p are such matters as engaging in the real estate, insurance, and escrow 
usiness and other general business activities. ai, 
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It may well be that the Federal Home Loan Bank Board has additional infor- 
mation as to this general subject of increased holding company activities in 
California. Mr. John Sobieski, the commissioner of corporations of the State 
of California, may be able to furnish you with additional information regarding 
these recently formed corporations. 

I am enclosing a copy of a letter dated May 6, 1959, on the letterhead of Ameri- 
ean Distributors, 143 West 54th Street, Los Angeles, addressed to Citizens 
Federal Savings & Loan Association, 706 Market Strect, San Francisco. This 
letter shows the great interest and enthusiasm which exists in California in the 
acquisition of savings and loan associations. 

f there is any further information that I may be able to supply you with, 
please let me know. 

Yours very truly, 
Frank J. MAckIN, 
Savings and Loan Commissioner. 


Enclosures referred to on file with Committee on Banking and Currency, 
U.S. House of Representatives.] 





STATEMENT OF JoHN F. MARTEN, PRESIDENT, GREAT WESTERN FINANCIAL 
Corp., Los ANGELES, CALIF. 


Mr. Chairman and members of the committee, my name is John F. Marten, 
My business address is 4401 Crenshaw Boulevard, Los Angeles, Calif. I am 
president of Great Western Financial Corp. and also president of its principal 
subsidiary, the Great Western Savings & Loan Association, for which organizations 
Ispeak today. Except for army service time I have been in the savings and loan 
and related businesses for 23 years. 

Great Western Financial Corp. owns all the guarantee stock of Great Western 

Savings & Loan Association as well as nearly all of the guarantee stock of five 
other savings and loan associations. In addition, Great Western Financial 
Corp. owns 35 escrow companies. None of the savings and loan associations or 
eserow companies owned by Great Western Financial Corp. has offices anyplace 
except within the State of California. While Great Western Financial Corp. is 
incorporated under the laws of the State of Delaware, the 6 savings and loan 
associations and the 35 escrow companies all are incorporated under the laws of 
the State of California. 
‘*I appreciate the opportunity to oppose the proposed legislation before your 
committee. I particularly-want to take this occasion to express my respect for 
the chairman of your committee who has proved himself time and again to be a 
true friend of the savings and loan industry and sincerely concerned with its best 
interests. 

I oppose the enactment of H.R. 7244. In my judgment this proposed legisla- 
tion would not advance the interests of ae and loan associations or the public 
interest, but would constitute a restraint on healthful competition. 

At the outset we should recognize that the situation in savings and loan associa- 
tions is vastly different from that in commercial banks with respect to which 
holding company legislation has been enacted. Ninety-five percent of all savings 
and loan associations in the United States have only withdrawable capital. These 
institutions have no form of permanent stock interest. 

Accordingly, 95 percent of all savings and loan associations in the United States 
ean never be controlled by a holding company. For this reason alone, holding 
companies must always be a very small minority factor in this industry. This 
then is in direct contrast to the field of commercial banking where all corporations 
are stock corporations and therefore, except for legislative restrictions, potentially 
capable of being controlled by holding companies. 

, ank holding legislation is not a precedent for savings and loan holding company 
egislation. 

he Chairman of the Board of Governors of the Federal Reserve System (84th 
Cong., Ist sess., U.S. Senate a Currency Committee hearings ay 
1955) listed control of monopoly and affiliates as the principal factors behind ban 
holding company legislation. These are equally two grounds on which savings 
and loan holdin ag legislation may be tested—monopoly and affiliates. 
The Chairman of the Board of Governors further expressed the opinion that such 
legislation should apply even where only one bank was involved (pp. 44—45). 

Great Western Financial Corp. is now subject to the Department of Justice, 
Federal Trade Commission, and section 7 of the Clayton Antitrust Act, and also 
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to the laws and regulations of the State of California where we do business. The 
State of California is fully able to provide any additional regulation that may at 
any time in the future seem desirable. Under our system of government when 
matters can be equally well or better regulated by the States than by the Federal 
Government, those matters are most commonly left by the Congress to the regu- 
lation of the States. 

Clearly, neither of those two bases for bank holding company legislation— 
monopoly and affiliates—supports the proposed savings and loan holding company 
legislation. 

Further, because permanent stock savings and loans, the only form which can 
be acquired by holding companies, number but 5 percent of all savings and loans, 
by reason of which fact holding companies must always be restricted to this small 
minority of the savings and loan business, holding companies can never be a 
restraint on competition in the savings and loan field. Instead they will always 
be a factor contributing to competition and, for reasons which we will go into 
here, I sincerely believe healthy competition in the public interest. 

In addition, holding companies provide the only real possibility whereby the 
general public may have the opportunity of owning permanent stock in savings 
and loan associations. 

Permanent stock in savings and loans is.a desirable form of investment generally 
available only to relatively wealthy persons. When, however, such stock is owned 
by a holding company, public ownership of the holding company is in effect public 
ownership of the permanent stock of the savings and loan association itself—4,852 
stockholders own Great Western Financial Room. Thus, the general public is 
enabled to participate in this form of economic growth, an opportunity which 
would otherwise for the most part be offered only to a very small number of 
relatively wealthy poreane. 

Great Western Financial Corp. undertakes to encourage its stockholders to 
join in a program whereby their dividends on Great Western stock and their 
dividends from other companies are invested in insured savings accounts in our 
associations. Thus a habit of thrift is encouraged to the mutual advantage of 
the stockholder, members of the public who required financing for homeownership, 
and the savings and loan associations. Further, we have aggressively sought to 
educate our stockholders in the savings and loan principle and to encourage 
them to tell others of the advantages offered by savings and loan associations, the 
results of which program must be favorable to all savings and loans. 

The savings and loan associations owned by Great Western Financial Corp. 
can do a better job because the financial strength of Great Western Financial 
Corp. stands behind them. 

The corporation, from time to time, has maintained an outstanding line of 
credit with a group of major banks, most recently for $4 million. Under this 
arrangement the corporation is enabled to borrow ayainst this line in any amount 
up to the limit of its option for the purpose of buying investment certificates in 
any of its savings and loan associations. This then is a reserve source of funds to 
our institutions, independent of such provided by the Federal Home Loan Bank 
Seria and not available to other savings and loans whether mutual or permanent 
stock. 

The reserve strength represented by Great Western Financial Corp. assists in 
other ways. Asan example, the growth of the West Coast Savings & Loan Asso- 
ciation in Sacramento, Calif., one of our institutions, has been very rapid. Sav- 
ings accumulation has made it difficult to maintain a ratio of reserves to savings 
equal to the standards which Great Western Financial Corp. sets for its institu- 
tions, standards substantially higher than required by law. At the same time, 
the demand for home-financing funds in the area served by this association has 
even exceeded savings accumulation. To permit the association to continue its 
growth rate, Great Western Financial Corp. recently paid into the association 
an additional $120,000 of capital, not required by law. 

But Great Western Financial Corp. helps its associations in additional ways. 
The procurance and training of topflight professional management is a serious 
problem in the savings and loan industry, as it must be in any business with 
such an outstanding record of expansion in recent years. Great Western Finan- 
cial orp is able to afferd substantial assistance to its institutions in meeting 
this problem. Such assistance is also offered on specific operational matters, 


particularly in the investment field. 

Our operations reflect these advantages. As an example, the ratio of operat- 
ing expenses to gross operating income of Great Western Savings & Loan Associ- 
ation, our largest institution, was 17 percent in 1958 compared to a ratio of 23.8 
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percent in 1,366 reporting institutions throughout the United States. We are 
able to keep the operating expense ratios of our other institutions likewise 
substantially lower than comparable figures for the industry as a whole. 

These advantages contributed substantially to the ability of Great Western 
Savings & Loan Association to make $64 million of new loans in 1959, $19,673,000 
of these for new construction, thus contributing importantly toward increasing 
southern California’s housing inventory. 

Most of all, we are proud of the fact that in 1959 alone Great Western Savings 
& Loan Association invested $7,569,000 in homes for minority groups. 

Few savings and loans are in as advantageous a position as ours safely and 
efficiently to render such full services to their communities. The assistance and 
assurances of assistance of Great Western Financial Corp. are a vital factor. 

In our opinion, our corporate and financial structure have a direct relationship 
to our record of accomplishment in the fields of low-cost home construction and 
minority housing in which so many financial institutions not so organized elect 
not to concentrate their efforts. 

Restricted as savings and loan holding companies are to operating within a 
share of 5 percent of the industry, we nevertheless can and do afford competition 
and services in the public interest. 

We therefore respectfully request that you not approve this proposed legislation. 

Thank you for the courtesies of the committee. 


The CuarrMan. The committee will adjourn, to reconvene tomor™ 
row morning at 10 o’clock. 

(Whereupon, at 12 noon, the subcommittee adjourned to recon- 
vene at 10 a.m., Thursday, June 18, 1959.) 


x 





